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The Fallacy of Including Interest and Rent as 
Part of Manufacturing Cost 


By A. Lowes Dickinson, C.P.A. 


(In continuation of the article appearing in the December, 
1911, issue of THE JoURNAL OF AccouNTANCY, the following fur- 
ther note may be interesting to readers of THE JoURNAL.)* 


The fundamental objection to treating interest and rent. 
(which, except in so far as it includes compensation for services 
rendered, is only a form of interest) as an integral part of the 
cost of manufacture is that all interest is in fact profit. The 
practical effects of this objection are as follows: 

First, that from an accounting standpoint costs are used 
mainly to determine the valuation of inventories of stocks on 
hand and that to include interest (that is, profit) in such costs 
leads to inflation of these values and consequent anticipation of 
profits not yet earned by the sale of products. 

Secondly, that it is impracticable to determine a rate of in- 
terest on any but an arbitrary basis and that consequently costs 
arrived at on such a basis have no real meaning and may easily 
be misleading. For example—owners of a business are earning 
profits equivalent to 12 per cent on the capital employed and de- 
cide to make certain extensions and improvements which will 
result in savings equivalent to 10 per cent on their cost; they are 
in a position to raise the money by an issue of bonds on a 5% 
per cent basis or of preferred stock on a 7 per cent basis. What 

* The original article to which MR. DicKINSON refers appeared in THE JOURNAL 
of December, 1911, which is now out of print. Accordingly in compliance with 


many requests we reprint the original article at the close of Mr. DIcKINSON’s 
present contribution.—Editor, THe JOURNAL OF ACCOUNTANCY. 
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rate of interest should be added as a charge to cost accounts if 
such a principle is adopted? 

Thirdly, that the common methods of including interest in 
costs calculate such interest only on buildings, plant and machin- 
ery and ignore the investment of working capital, and frequently 
also the element of time during which the capital facilities are 
required for each manufacturing operation. 

Fourthly, that to include interest in costs of every operation 
results in concealing from those in charge of the business the 
exact effect of two of the important factors involved in profits— 
namely, the amount of capital employed and the time for which 
it is employed—and consequently the actual return on the invest- 
ment necessary to produce it which is yielded by any particular 
article. 

Whilst perhaps the point is not material in a discussion of 
the theory involved, it may be pointed out that there is a strong 
objection on the ground of policy to the inclusion of interest as 
a part of cost, particularly in the case of public service cor- 
porations. In fact this objection is so pronounced that some 
bankers stipulate in agreements with borrowers that inventories 
must be taken upon a basis that excludes interest on capital 
invested. 

If any interest rate is to be assumed it can only be a rate 
which represents a fair compensation for the use of the cap- 
ital. If the selling price or rate yields a profit over and above 
the cost of material and labor, a fair return on the capital em- 
ployed and fair compensation for management, it would seem 
that to the extent of this profit the price charged is excessive, at 
least where the manufacture is not conducted under some patent 
or other special process for which a further compensation may 
fairly be exacted. This is not a conclusion that a manufactur- 
ing or public service corporation whose prices or rates are at- 
tacked can afford to admit, more especially as those attacking the 
rates are not bound by the interest rate adopted, as the corpora- 
tion might be. 

While, however, so far as the general accounts of a busi- 
ness are concerned it must be held that interest is not a proper 
element in the cost of product, there is an undoubted demand, 
and even necessity, for some supplementary statistical account- 
ing which will give effect to the principal elements involved in 
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the earning of profits. The factors involved in profits are the 
following : 

(1) The labor, material and expense cost of a unit of each 
class of article. 

(2) Facilities used in manufacture, such as land, buildings, 
machinery, tools, stocks on hand and other working cap- 
ital, all segregated between the different classes of ar- 
ticles. 

(3) The time during which such facilities are in use for a 
unit of each class. 

(4) The selling price of each unit of each class. 

If these elements be known, comparisons can be made between 
different articles produced in the same factory or between the 
same articles produced in different factories as to the amount 
of fixed capital employed in different processes and the time 
for which it is employed; as to the amount of working capital 
constantly maintained and used; and as to the effect of further 
expenditures on additions and improvements with a view to 
cheapening cost of production. Only the first of the above four 
factors should enter into the general accounting books and form 
the basis of inventory valuations and so of the actual profits 
earned ; the remaining factors should be dealt with only in sub- 
sidiary statistical records. The difference between the sum of 
all selling prices (4) and of all costs (1) will agree with the 
gross profit in the accounting books; and a comparison of this 
figure with the total capital employed, including not only fixed 
but circulating capital necessary for manufacturing purposes, 
will give the rate of return yielded by all classes of articles. The 
cause of any variation in this rate of return, as compared with 
a previous period, or of the varying rates of return on different 
articles in the same factory, or of the same articles in different 
factories, will be obtained from the detail figures. Such varia- 
tions may be due either to (1) higher or lower cost of labor, ma- 
terial and expense; (2) greater or smaller amount of facilities 
used; (3) longer or shorter time during which these facilities 
are used; and (4) lower or higher selling price. If interest at an 
arbitrary rate is included throughout in labor, material and ex- 
pense costs it means that the fluctuations in profit due to the first 
three of these variations are merged into one and cannot without 
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considerable labor again be segregated. The best measure of fac- 
tors (2) and (3) would seem to be the value of the facilities used, 
multiplied by the fraction of the year during which they were 
used and divided by 100, which product would be equivalent to 
interest at 1 per cent per annum; the actual margin between 
selling price and cost of labor, material and expense divided by 
this product would thus be the actual rate of return yielded by 
any particular class of articles, the average of such yields cor- 
responding to the yield shown by the principal accounting 
records. 

Unused facilities would under this system appear as a fac- 
tor in reducing profits either by lack of sufficient business to 
employ them or by excess facilities in one portion of the plant 
as compared with another. The product factor corresponding 
to these unused facilities would form part of the divisor in ob- 
taining the average yield. 

Comparative costs of separate operations will be reached by 
a consideration not only of the actual labor, material and ex- 
pense cost in different periods or in separate factories, but also 
by a comparison of these costs with the facilities employed. Thus 
the estimated savings to be effected in any operation by addi- 
tional expenditures on construction account should be found 
reflected in the reduced cost of these operations. 

Such a plan as that here suggested gives proper weight 
to all the factors entering into profits without introducing any 
arbitrary rate of interest; it will be no more complicated in its 
working than are cost systems which are in constant use; and 
its complications will vary with the number of different articles 
produced for which separate costs are required. 


The Fallacy of Including Interest and Rent as Part of 
Manufacturing Cost 


By A. Lowes Dickinson, C.P.A. 
(THe JouRNAL oF ACCOUNTANCY, DECEMBER, IQI1) 


Many engineers, and perhaps also a few accountants, advocate 
the inclusion of interest and rent as part of the cost of manufac- 
ture. On the other hand, the majority of accountants contend that 
this practice is incorrect and misleading, and while admitting 
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that some of the objects sought to be attained by including such 
items are legitimate, they would further claim that these same 
objects can be attained in other and better ways. 

In view of the prevalence of what it is believed are erron- 
eous views on this subject it may be well to repeat now the argu- 
ments, some theoretical and some practical, against treating in- 
terest and rent as part of cost of manufacture, and at the same 
time to consider alternative methods of attaining the comparative 
results aimed at. 

It must be premised that the object of the investment of 
money in any undertaking is to realize a profit. The induce- 
ment to an individual to invest his capital in an industry rather 
than in the purchase of stocks or bonds is largely the fact that 
by so doing he not only can obtain remuneration for his own 
services but can also obtain a higher return on the capital in- 
vested—that is a higher rate of interest, although at the same 
time he takes increased risks. The old theory of economists has 
been that there is a certain rate of return on money which 
eliminates all elements of risk, and that this rate only should 
be termed interest, all additions thereto being considered as 
compensation for the risk involved; but no economist has yet 
been able to say’ what this minimum rate is and even in the 
case of what is perhaps the lowest rate known—namely, that 
yielded by United States Government bonds—it cannot be said 
that the element of risk is entirely absent. The impossibility 
therefore of determining this pure rate of interest apart from 
risk goes to show that there is in effect no such rate whatever, 
but that all returns upon money invested, whether in bonds or 
stocks or other business enterprises, are the profits realized on 
the use of that money. 

Those who invest money in business enterprises frequently, 
and in fact generally, make arrangements by which they join in 
partnership with others who also wish to invest, giving to these 
others a share of the resulting profits as remuneration for the 
capital employed. This share is determined by reference to the 
risk which the different parties to the enterprise take ; some pre- 
fer to take security in the shape of a first charge upon the whole 
property and to compound for their share of the profit by a fixed 
annual payment, this fixed annual payment being that which 
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is commercially known as interest; others are willing to take a 
somewhat greater risk, but do not wish to take the whole of it, 
and they limit their risk by taking for the capital which they 
contribute a preferential charge upon the earnings or profits of 
the business, leaving the whole of the balance available for those 
who take the ultimate risk. The remuneration of both these 
classes is known commercially as dividends. There is still an- 
other class who do not contribute capital in the ordinary sense of 
the word, but provide the business with facilities, such as build- 
ing, machinery, etc., compounding with their partners by agree- 
ing to accept a fixed annual payment in lieu of the share of 
profits to which their contribution to the capital would entitle 
them. Such payments as these are generally known as rent or 
rentals. All, however, whether consisting of so-called rentals, in- 
terest or dividends, are merely a division of the profits resulting 
from the business and in the long run can only be met out of 
those profits either directly or in certain cases, owing to the 
nature of the relations between the different parties, by certain 
of them suffering an actual loss of a proportion of their share 
of the capital in order to carry out the bargain made with their 
partners. 

The profit or return consists of the difference between the 
sale price of the product and the cost of producing and selling 
that product. It is clear, therefore, that interest or rent or any 
other item in the nature of return upon capital invested cannot 
possibly form a part of the cost of products, the ascertainment of 
which is a first essential to the determination of the yield or re- 
turn which the business gives and out of which the divisions 
of interest or profits are to be made. 

It is quite true that as between the contributors to capital 
those who take the ultimate risk may advance or commute the 
share of profits of others, but this is merely a bargain between 
the different classes of contributors and should not in any way 
whatever affect the cost of product. 

If rent and interest are treated as cost of product them the 
extraordinary result is produced that the cost of making a cer- 
tain article (other things being equal) in a business in which 
the contributing interests are divided between (a) the owner of 
the factory, (b) the owner of capital taking a small risk and 
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(c) the owner of the residue of the capital, will be greater than 
in an exactly similar case where the residuary owner provides 
the whole of the capital required. It seems clear that the rela- 
tions between the partners or contributors should not in any 
way affect the cost of the product. * 


The advocates of the inclusion of interest and rent charges 
in cost reply to this that, in order to remedy this apparent ab- 
surdity, interest on the tota! capital invested should be charged 
to cost irrespective of the manner in which it is provided. This, 
however, at once raises the question of the rate of interest that 
is to be adopted. Is it to be the rate which should be obtained 
on capital invested absolutely without risk, or is it to be the 
rate obtained by investments in stocks or bonds, and if so of 
what class, inasmuch as the rates on these vary all the way from 
two per cent to fifteen per cent and even twenty-five per cent 
and more on mining and other investments? Or is it to be the 
reasonable rate which the particular business should return on the 
money invested therein? It has been generally assumed by the 
advocates of this course that interest at the rate of five per cent 
or six per cent should be charged into cost; but these rates mean 
nothing in themselves; they have no bearing whatever upon the 
particular industry or on the rate which money can get in specified 
investment outside; they are arbitrary standards which men in 
commercial community have set up in their own minds. The only 
rate which could be justified in argument would seem to be that 
inasmuch as the capitalists have charged into costs and obtained 
for themselves the rate which they might think they ought to 
realize on the whole business, the balance of it, which under such 
procedure would be called profit, does not belong to them at 
all but to those who purchase goods from them or to the gen- 
eral public or the government. This is an argument which would 
hardly be admitted by any manufacturer. 

Costs are required for varied purposes, and the arguments 
based on convenience in favor of including interest therein vary 
accordingly. Without attempting to deal exhaustively with the 
subject it may be well to touch on two of the more important o!- 
jects sought by such inclusion: 

*It may be well to mention here that rent may include something 
than interest, in which case a part thereof may properly be included — rs 
and, further, that in the case of office rents, convenience and the relative ur- 


importance of the amounts may sometimes justify their inclusion in the cost of 
production or selling, asually the latter. 
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(1) Where costs are used for inventory purposes to pro- 
vide for carrying forward interest paid on indebted- 
ness created for materials entering into the cost where 
the lapse of time is a necessary part of production, e. g., 
in seasoning lumber. 

(2) To give effect to the variations in amount of capital 
employed and the term of employment in the production 
of different articles or the same articles by different 
methods or factories. 

In support of the first it is urged that where there is a sub- 
stantial lapse of time between the purchase of materials and the 
date when they become useful or productive, for instance in the 
case of seasoning lumber, the selling value of the material in- 
creases by reason of the lapse of time and that the interest will 
normally be recovered on the sale of the goods. This argument 
at first sight seems plausible, but on further consideration it is 
clear that the payments of interest are not part of the cost but 
are made by arrangement between the parties entitled to the 
profit. That is to say, the stockholders who have compounded 
with the lenders for interest at a fixed rate payable at a fixed 
time have in effect made an advance out of their share of the 
profits pending realization. It may be argued that this pay- 
ment can from the point of view of the stockholders be properly 
carried forward as an asset, but if so it should be as a deferred 
charge against profits and not as a part of the cost of the inven- 
tory. 

In the second case surely the correct way is not to charge 
into the cost an arbitrary rate of interest which means little or 
nothing, but to compare the margin between the sale and cost 
price, or in other words the return upon each product, with the 
capital invested in order to secure that return. This compari- 
son would be a true one, would show exactly how much the 
capital invested really earned and would be a good guide as to 
whether too much or too little capital was invested. Moreover, 
the adoption of the arbitrary rate defeats its own object, for ac- 
cording as the rate adopted varies from the true rate, if there 
is such, so the comparisons deduced from the results will be 
erroneous. If the capital invested in a mercantile business 
should yield from fifteen per cent to twenty per cent on the in- 
vestment, then it is clearly erroneous to say that the opera- 
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tions resulting from the use of a certain machine in which a cer- 
tain definite proportion of that capital has been invested should 
be charged with interest on that capital at five per cent or six 
per cent or some other rate entirely different from that which it 
is really expected to yield. As between two different kinds of 
machines used to produce the same product but having different 
capital values the conclusion reached by comparing the cost in- 
cluding interest at five per cent will be entirely different from 
the conclusion reached by including interest at ten per cent, and 
neither of these rates will be anything more than a guess. 

It is difficult to see any advantages resulting from the in- 
clusion of interest in cost sufficient to offset these fundamental ob- 
jections. As a matter of fact if the question of the rate of in- 
terest be waived the difficulties of making a correct interest ad- 
justment would still be considerable. 

Some advocates of the inclusion of interest in cost propose 
only to include interest on the fixed plant employed in manu- 
facture, but obviously such a course may in many cases be abso- 
lutely misleading. If of two plants turning out the same product 
one requires the employment of fixed assets of a value of $10,- 
ooo for thirty days and the other the employment of fixed assets 
of $5,000 for sixty days, the interest charge introduced upon 
this principle will be the same in both cases, whereas the process 
which takes sixty days to complete will obviously involve a 
longer investment of working capital. But if an attempt is made 
to allow for interest both on fixed and working capital the ad- 
justment will inevitably be a very complicated and difficult one 
to carry out. Where interest on fixed assets alone is considered 
the calculation of the charge is not free from difficulty. The 
amount of capital employed and the time for which it was 
employed may perhaps be easily determined; yet unless con- 
tinuous production throughout the year is possible the interest 
charge based thereon will be inadequate and any calculation to 
be correct must allow for the time during which the plant will 
normally be unemployed. 

It is generally admitted that the value of cost figures dimin- 
ishes as the proportion thereof accurately allocated (direct 
cost) diminishes and the amount distributed by arbitrary ap- 
portionment (indirect cost) increases. No really satisfactory 
method of apportionment of indirect cost seems possible; in fact 
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it may be said that the greatest problem of cost accounting is to 
find the least unsatisfactory disposition thereof. 

This being so it seems a pity to add to the difficulties by in- 
cluding in indirect costs interest, which, as this article has at- 
tempted to show, has no proper place in cost accounting. 
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Municipal Recognition of the Certified Public 
Accountant 


By Cari H. Nau, C.P.A. 


Under what is known as the “home rule” amendment to the 
constitution of Ohio, which became effective on the first of the 
year, the cities of Ohio are given “all powers of local self gov- 
ernment.” 

As a condition precedent to the exercise of such powers, it is 
necessary that each city elect a charter commission of fifteen men, 
and submit to a vote of the electorate a charter proposed by such 
commission. 

The writer of this article had the good fortune or the mis- 
fortune (it depends on the point of view) to be chosen a mem- 
ber of the charter commission for the city of Cleveland, which 
was the first commission in the state of Ohio to draft a home 
rule charter under the amended constitution. 

The personnel of the commission was a very representative 
one. It was composed of lawyers, doctors, bankers, college pro- 
fessors, business and laboring men. The writer was chosen a 
member of the commission avowedly as a representative of the 
accounting profession, it being considered that, in the framing of 
the organic law of the city, an accountant could be of some as- 
sistance in framing proper provisions relating to the sections 
dealing with finance and accounting. While having decided con- 
victions with reference to many other of the progressive pro- 
visions which, as finally completed, the charter contains, it, there- 
fore, became his peculiar duty to concern himself with the pro- 
visions which specifically relate to accounting matters and to the 
department of finance. 

It early occurred to the writer that, as a central and pivotal 
point around which other provisions of the charter might be 
grouped, it was necessary for some one to make a concise and 
yet specific definition of a correct accounting procedure for a 
city. Having never seen such a definition, and after trying for 
several days himself to make one, it occurred to him to enlist 
the assistance of some of the leading members of the profes- 
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sion with whom he had personal acquaintance. With this end in 
view, he wrote to a number of our fellows—including the presi- 
dent of the American Association and members of its committee 
on legislation. 

What primarily was desired was to obtain in the charter a 
recognition of the C. P. A. degree and a definition of correct 
accounting principles which under proper interpretation would 
ultimately compel correct municipal accounting. 

Manifestly, it would be impracticable to lay down a detailed 
accounting procedure in a charter. Were such a thing possible, 
it would be altogether likely that, in view of the progress which 
is constantly taking place in the art, any outline for a detailed 
procedure would have to be changed within a year or two after 
it had been fixed in a fundamental charter provision. 

The difficulty which confronted us is well illustrated by a quo- 
tation from one of our correspondents, who said: “It seems to me 
that you are falling into the same mistake that WiIcKERSHAM 
did—that is, you are attempting to define in a short instrument 
correct accounting principles. This I think is impossible.” 

The arguments before the ways and means committee of the 
house of representatives in connection with the new income tax 
were referred to, and it was stated that it had been urged upon 
them “to make the law just as simple as possible and to refrain 
from any attempt to define net profits in a law, but to state in 
a general way that the tax is upon net income or net profits 
and that the treasury department will be given authority to 
formulate regulations.” 

Among those to whom the writer addressed himself in seeking 
assistance to draft a central provision incorporating a correct defi- 
nition of an accounting procedure which might endure for all time, 
deal only with fundamental principles, and constantly serve as a 
criterion or “touch stone,” to which could forever be referred the 
sufficiency or insufficiency of any accounting machinery or pro- 
cedure, was Mr. Homer S. Pace of New York. To him was re- 
ferred some of the correspondence with the statement that the 
thing desired was some “language” by means of which the ob- 
jects sought to be accomplished could be written into the char- 
ter. Section 112 hereinafter is verbatim et literatim the language 
of Mr. PAce. 

To explain how the difficulty above referred to was overcome, 
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how finally, for the first time, so far as the writer’s knowledge 
goes, there was fixed in a law a correct definition of an account- 
ing procedure, and how other provisions were written into the 
charter to enforce a compliance with such definition, is the pur- 
pose of this article. 

The Cleveland charter provides for only two elective officers 
—a mayor, who is the sole executive authority, and a council, 
which is the legislative authority. The elector votes for only 
two persons, namely, the mayor and the councilman from his 
district. This is the short ballot in its quintessence. Both are 
subject to the recall, and there are provisions for the initiative and 
referendum. The mayor appoints all administrative heads, can 
remove them at will and is solely responsible for administrative 
matters. 

All administrative officials—other than the mayor—are, there- 
fore, appointive, and all officials excepting the director of each 
of the six departments and one secretary for each are under civil 
service regulations in the classified service. 

One of the six departments provided for is the department 
of finance, under which there are the following divisions, each 
in charge of a division chief, who is an appointee under civil 
service. 

(a) Division of accounts. 

(b) Division of treasury. 

(c) Division of assessments and licences. 

(d) Division of purchases and supplies. 


ACCOUNTING PROCEDURE 


Section 112: “Accounting procedures shall be devised and 
maintained for the city adequate to record in detail all transac- 
tions affecting the acquisition, custodianship and disposition of 
values, including cash receipts and disbursements; and the re- 
corded facts shall be presented periodically to officials and to the 
public in such summaries and analytical schedules in detailed sup- 
port thereof as shall be necessary to show the full effect of such 
transactions for each fiscal year upon the finances of the city 
and in relation to each department of the city government, in- 
cluding distinct summaries and schedules for each public utility 
owned or operated.” 
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Section 113: “The commissioner of accounts shall be the 
chief accounting officer of the city. He shall, under the super- 
vision of the director of finance, install and maintain account- 
ing procedures in conformity with section 112 of this char- 
ter, and prescribe the methods of keeping accounts by all de- 
partments and the form of reports to be rendered to the director 
of finance. He shall appoint all bookkeepers and other em- 
ployees charged with keeping books of financial account in all de- 
partments; and, whenever practicable, such books and accounts 
shall be kept in his office. He shall require that daily reports 
be made to him by each department, showing the receipt of all 
moneys by such department and the disposition thereof. He 
shall keep an account of all appropriations made by the council 
and all expenditures made or contracted to be made under such 
appropriations.” 


AupDIT AND EXAMINATION 


Section 48: “The council shall cause a continuous audit to 
be made of the books of account, records and transactions of the 
administrative departments of the city. Such audit, during each 
fiscal year, shall be made by one or more certified public ac- 
countants who, for three years next preceding, have held a cer- 
tificate issued by the state board of accountancy of Ohio or by 
a state maintaining an equal standard of professional require- 
ments, which entitles the holder of such certificate to an Ohio 
certificate. The duties of the auditor or auditors, so appointed, 
shall include the certification of all statements required under 
section 112 of this charter. Such statements shall include a 
general balance sheet, exhibiting the assets and liabilities of the 
city, supported by departmental schedules, and schedules for each 
utility publicly owned or operated; summaries of income and ex- 
penditure, supported by detailed schedules ; and also comparisons, 
in proper classification, with the last previous year. The report 
of such auditor or auditors for each fiscal year shall be printed 
and a copy thereof furnished to the Ohio state bureau of inspec- 
tion and supervision of public offices, to the mayor, to each mem- 
ber of the council and to each citizen who may apply therefor; 
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and a condensed summary thereof shall be published in the City 
Record.” 

In considering the foregoing sections, observe, first, the defi- 
nition of an accounting procedure in section 112—how upon the 
one hand it is broad and euphonious enough to qualify for a 
political platform, and upon the other hand, specific enough to 
force statements strictly upon an income and expenditure basis, 
and to compel an accounting for property as well as for cash. 
The words “including cash receipts and disbursements” are not 
necessary to the definition, but are purposely inserted to enforce 
the distinction made and to indicate that the usual accounting for 
receipts and disbursements alone will not comply with this pro- 
vision. 

Note the words “‘adequate to record in detail” and the words 
“full effect.” Properly interpreted no scheme of accounting can 
comply with this definition which does not make possible the con- 
struction, from the books of account themselves, of a balance 
sheet raising all assets and all liabilities of the city, of a state- 
ment of income and expenditure, and—the municipal corporation 
analogue of the private corporation profit and loss account—a sur- 
plus or deficiency account. 

If anyone is disposed to quarrel with the terminology em- 
ployed in this definition let him read the definition in the New 
York certified public accountant syllabus, which follows. 


Accountancy is a profession, the members of which, by virtue of 
their general education and professional training, offer to the community 
their services in all matters having to do with the recording, verification, 
and presentation of facts involving the acquisition, production, conserva- 
tion and transfer of values. 


Section 113 makes it the duty of the commissioner of ac- 
counts to install and maintain such an accounting procedure, and 
section 48 provides for the enforcement of these provisions, be- 
cause no self-respecting certified public accountant can perform 
the duties required of him without getting adequate statements 
as a basis, thus forcing upon the auditor the full effect of the 
main provision. 

Note, also, the “wide open” provision for the employment 
of certified public accountants from any state, requiring only 
that they shall hold certificates from states maintaining stand- 
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ards of professional requirements equal to those of Ohio and 
that they shall have held such certificates for at least three years. 

In the opinion of the writer these provisions mark a decided 
advance not only in obtaining a legal definition of correct ac- 
counting principles but also in obtaining legal recognition of the 
profession of the certified public accountant. 

The foregoing provisions are being urged upon the charter 
commission of the city of Detroit, are being favorably considered 
by the charter commission of Dayton, Ohio, and are serving as 
a pattern for similar provisions in the charters of other cities. 

Thus the difficulty hereinbefore alluded to, and expressed in 
the following quotation from a letter in the correspondence the 
writer had upon this subject, seems to have been overcome: “Re- 
ferring to your remark concerning the impossibility of attempting 
a short definition of a correct accounting procedure in a char- 
ter, it was this very difficulty that to me seemed to be insuper- 
able, but it was also the very thing that I thought would be most 
valuable to do, if it could be done. A description of a detailed 
procedure would not only be impossible, but probably would be 
one that you would want to change within a year after it was 
adopted; but to definie correct principles to be embalmed and 
fixed in a charter would not only be most valuable in constantly 
being appealed to in a criticism of existing methods, but would 
furnish a precedent for others to follow.” 

Other sections of the charter of peculiar interest to the 
profession follow. 


SEPARATE ACCOUNTS 


Section 128: “The accounts of all public utilities owned and 
operated by the city and dependent for their revenue upon the 
sale of their products or services shall be kept separate and dis- 
tinct from all other accounts of the city, and shall contain pro- 
portionate charges for all services performed for such utilities by 
other departments, as well as proportionate credits for all services 
rendered.” 


Mayor’s EstiMATE 


Section 41: “The fiscal year of the city shall begin on the 
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first day of January. On or before the fifteenth day of Novem- 
ber in each year the mayor shall prepare an estimate of the 
expense of conducting the affairs of the city for the following 
year. This estimate shall be compiled from detailed informa- 
tion obtained from the various departments on uniform blanks 
prepared by the director of finance, and shall set forth: 

“(a) An itemized estimate of the expense of conducting each 
department. 

“(b) Comparisons of such estimates with the corresponding 
items of expenditure for the last two complete fiscal years and 
with the expenditures of the current fiscal year, plus an estimate 
of expenditures necessary to complete the current fiscal year. 

“(c¢) Reasons for proposed increases or decreases in such 
items of expenditure compared with the current fisca! year. 

“(d) A separate schedule for each department showing the 
things necessary for the department to do during the year and 
which of any desirable things it ought to do if possible. 

“(e) Items of pay roll increases, as either additional pay to 
present employees or pay for more employees. 

“(f) A statement from the director of finance of the total 
probable income of the city from taxes for the period covered 
by the mayor’s estimate. 

“(g) An itemization of all anticipated revenue from sources 
other than the tax levy. 

‘“(h) The amounts required for interest on the city’s debt, 
and for sinking funds as required by law. 

“(¢) The total amount of outstanding city debt with a sche- 
dule of maturities of bond issues. 

“(7) Such other information as may be required by the coun- 
cil. 

“The mayor shall submit the estimate thus prepared to the 
council, and at least one thousand (1,000) copies thereof shall 
be printed for distribution to citizens who may call for them. 
Copies of the estimate shall also be furnished to the newspapers 
of the city, and to the public library and each of its branches.” 


APPROPRIATION ORDINANCE 


Section 42: “Upon receipt of the mayor’s estimate the coun- 
cil shall at once prepare an appropriation ordinance, in such man- 
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ner as may be provided by ordinance or resolution, using the 
mayor’s estimate as a basis. Provision shall be made for pub- 
lic hearings upon the appropriation ordinance before a com- 
mittee of the council or before the entire council sitting as a 
committee of the whole. Following the public hearings and be- 
fore the third reading and final passage, the appropriation ori!i- 
nance shall be published in the City Record with a separate sche- 
dule setting forth the items asked for in the mayor’s estimate 
which were refused or changed by the council, and the reasons 
for such change or refusal. The council shall not pass the ap- 
propriation ordinance until fifteen (15) days after its publica- 
tion nor before the first Monday in January. Upon passage of 
the appropriation ordinance by the council it shall be published 
in the manner provided for other ordinances.” 


TRANSFER OF FUNDS 


Section 43: “The council may at any time transfer money 
appropriated for the use of one department, division, or purpose 
to any other department, division or purpose; but no such trans- 
fer shall be made of revenue or earnings of any non-tax-sup- 
ported public utility to any other purpose.” 


CuRRENT REVENUE 


Section 44: “Any accruing revenue of the city, not appro- 
priated as hereinbefore provided, and any balances at any time 
remaining after the purposes of the appropriation shall have 
been satisfied or abandoned may from time to time be appro- 
priated by the council to such uses as will not conflict with any 
uses for which specifically such revenues accrued.” 


LIMITATION ON APPROPRIATIONS 


Section 45: “No money shall be drawn from the treasury 
of the city, nor shall any obligation for the expenditure of 
money be incurred, except pursuant to appropriations made by 
the council; and whenever an appropriation is so made the 
clerk shall forthwith give notice to the director of finance. At 
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the end of each year all unexpended balances of appropriations 
shall revert to the respective funds from which the same were 
appropriated and shall then be subject to future appropriation ; 
but appropriations may be made in furtherance of improvements 
or other objects or work of the city which will not be completed 
within the current year.” 

Section 46: “Moneys appropriated as hereinbefore provided 
shall not be used for other purposes than those designated in the 
appropriation ordinance without authority from the council. The 
mayor and the director of finance shall supervise all depart- 
mental expenditures, and shall keep such expenditures within the 
appropriations.” 


PAYMENT OF CLAIMS 


Section 115: “No warrant for the payment of any claim 
shall be issued by the commissioner of accounts until such claim 
shall have been approved by the director of the department for 
which the indebtedness was incurred; and each director of a 
department and his surety shall be liable to the city for all loss 
or damage sustained by the city by reason of the negligent or 
corrupt approval of any claim against the city in his department. 
Whenever any claim shall be presented to the commissioner of 
accounts he shall have power to require evidence that the amount 
claimed is justly due and that such claim is in conformity with 
law and ordinance. For that purpose the director of finance may 
summon before him any officer, agent, or employee of any de- 
partment, or any other person, and examine him upon oath or 
affirmation relative thereto, which oath or affirmation he may ad- 
minister. If the commissioner of accounts shall draw a warrant 
for any claim contrary to law or ordinance he and his sureties 
shall be individually liable for the amount thereof.” 


Contracts CERTIFIED 


Section 122: “No contract, agreement, or other obligation, 
involving the expenditure of money, shall be entered into, nor 
shall any ordinance, resolution, or order for the expenditure of 
money be passed by the council, or be authorized by any officer 
of the city, unless the director of finance first certify to the 
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council or to the proper officer, as the case may be, that the 
money required for such contract, agreement, obligation, or ex- 
penditure, is in the treasury, to the credit of the fund from which 
it is to be drawn, and not appropriated for any other purpose, 
which certificate shall be filed and immediately recorded. The 
sum so certified shall not thereafter be considered unappropri- 
ated until the city is discharged from the contract, agreement, or 
obligation.” 

Section 123: “All moneys actually in the treasury to the 
credit of the fund from which they are to be drawn, and all 
moneys applicable to the payment of the obligation or appropria- 
tion involved that are anticipated to come into the treasury be- 
fore the maturity of such contract, agreement or obligation, 
from taxes or assessments, or from sales of services, products 
or by-products or from any city undertakings, fees, charges, ac- 
counts and bills receivable or other credits in process of collec- 
tion; and all moneys applicable to the payment of such obliga- 
tion or appropriation which are to be paid into the treasury prior 
to the maturity thereof, arising from the sale or lease of lands 
or other property, and moneys to be derived from lawfully au- 
thorized bonds sold and in process of delivery shall, for the pur- 
poses of such certificate, be deemed in the treasury to the credit 
of the appropriate fund and subject to such certification.” 

Note the radical departure from the usual practice in this 
section, which makes receivables maturing during the pendency 
of the contract constructively in the treasury and avoids the ab- 
surdity of requiring the actual money on hand before entering 
into contracts which do not call for all the cash for a long time 
after the work is begun. 


BuREAU OF INFORMATION AND PUBLICITY 


Section 76: “There shall be established a bureau of informa- 
tion and publicity under the supervision and control of a commis- 
sioner to be appointed by the mayor. The duties of the com- 
missioner shall be to compile an annual report giving a sum- 
mary of the council proceedings and a summary of the opera- 
tions of the administrative departments for the previous fiscal 
year; to have charge of the editing, printing and distribution 
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of all municipal records, reports and documents; to collect and 
compile information and statistics concerning all departments and 
offices of the city, and other municipalities ; to publish weekly the 
City Record, which shall contain the transactions and proceedings 
of the council, the legal advertising of the city and such other 
information relating to the affairs of the city as shall be deter- 
mined by ordinance. The City Record shall be published, dis- 
tributed and sold in such manner and on such terms as the 
council may determine. No unofficial advertisements shall be 
published in the City Record.” 

Other provisions might be quoted if space permitted, but 
the foregoing sections seem to the writer to be of peculiar in- 
terest to professional accountants, and will warrant the state- 
ment that the proposed charter of the city of Cleveland is, from 
the standpoint of the accountant, a considerable advance over any 
city charter hitherto framed. 

The charter will, in all probability, be adopted, and it is the 
hope of the writer of this article that it will be adopted, not only 
on account of the foregoing provisions but because it contains 
even more important and far-reaching provisions which are 
of interest to the general public. 
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Cotton Mill Accounts* 
By Joe, HUNTER 


The purpose of accounts is to record financial history. Aside 
from the statistical value perhaps the largest measure of useful- 
ness of accounts lies in their freshness. Manifestly it is more 
interesting to read from the bank account what today’s balance 
is than what it was two months ago. Correct accounting prin- 
ciples rest upon method. Method is the shortest way to a 
desired result. System combines methods into a general scheme. 
Therefore we have this prescription for effectiveness. 


Today’s transactions recorded today ......... 30 per cent 


100 per cent of effectiveness 


The best accounting system is that which presents accurate 
information, which discloses complete information, and that most 
frequently and soonest after the actual transactions. Thus an 
annual financial statement completed ninety days after the bal- 
ance sheet date is more or less interesting, but viewed as we would 
regard Confederate States money, with thoughtful interest and 
rather as a semi-modern relic. A system of accounts used by 
many cotton mills is based upon the pay roll term, using two 
fortnightly periods as the monthly unit. This plan meets the 
generally recognized thirty days, or monthly period, as the 
settling or casting up date. Ledger balances are drawn off and 
liquidations made with creditors and debtors. As a preliminary 
to framing the proper financial statements, a trial balance of the 
separate accounts is extracted from the ledger so as to deter- 
mine the mechanical accuracy of the clerical work. Inventories 
have been prepared of all the unused purchases of materials 
and supplies, and of the unsold product, both unfinished and 
finished ; the bookkeeper sets them up in their proper places and 
proceeds to compile the financial statements. In order that 
these statements may be easily and promptly prepared, the 
records should be maintained in such a manner that this com- 


*A paper presented at the annual meeting of the National Association of 
Cotton Manufacturers, Boston, April, 1913. 
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piling may, as nearly as possible, be merely a work of transcrib- 
ing. It has been found by experience that it is better to carry 
the record of business transactions in such a style that the detail 
necessary for the monthly statement falls into related groups. 
Then these groups separate themselves into the various unit 
members of the family of accounts, but with an arrangement 
susceptible of ready re-assembling. 

Accounts naturally fall into four grand divisions. These 
are assets, liability, expense and earnings. Fine distinctions are 
drawn and other names are sometimes used, such as resources 
in place of assets and revenue for earnings, or, as in the case of 
a general trader, sales; but the meaning is practically the same, 
the nomenclature being determined by the nature of the business. 
Assets are grouped as fixed or capital assets, current assets and 
deferred assets. Liabilities are divided in the same way. The 
expense accounts of a cotton mill resolve themselves into those 
charges which enter into manufacturing cost, selling expenses 
and general expenses. Others may crop up, but these are the 
usual groups, aside from the raw material charges, which, in a 
way, come under the manufacturing costs, as do the supplies. 


Much ingenuity has been exercised in the form and style of 
books designed to hold the current records, but perhaps the best 
method is known as the columnar system. A good exponent 
of this system is seen in the evolution of a record book known 
as the cash journal. This, as its name implies, is a book taking 
the place of the old-fashioned cash book and journal, arranged 
with a sufficient number of distributive columns to fit the needs 
of the business for which it is designed. The plan is to save 
time in carrying the monthly totals to the ledger in place of 
many detail postings. Thus the record of bales, pounds and 
cost of cotton for the month is carried to the ledger in one writ- 
ing at the end of each month. 


The separation of cotton mill operating accounts into the 
various groups makes for the more intelligent understanding of 
what the mill is doing. The purpose of this paper is to present 
a simple yet useful and practical plan of showing the financial 
operations at a minimum of time and expense with a maximum 
of result, a system which shall be sufficiently elastic to expand 
into the more intricate details of ascertaining the cost of num- 
bered yarn and the different widths and weights of cloth, yet 
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allow the investigator to stop at the total average cost per pound 
and pound (or yard) price of goods sold. 

One of the elements of good management is the keeping 
down of expenses. Unless the expenditure reduces the cost of 
manufacture or the general expense cost, managers are chary 
of allowing any more expense to be charged against the busi- 
ness than is absolutely necessary. There are scores of details 
which have to be considered in finding cotton mill costs; and 
some mill managers do not prove their manufacturing and other 
costs and their sales of products with their statement of assets 
and liabilities until the end of the calendar or fiscal year. It 
has been claimed that there is no urgent necessity to do this more 
than once a year; but if this were wholly true one might carry 
the thought further and say, “If we waited this long why trouble 
about it at all?” The preparation of trustworthy statements 
and reports takes considerable time and skill coupled with ex- 
perience. To get out these statements means that some competent 
person will have to be engaged several days in each month 
on such work, which, of course, means additional expense. To 
obviate this, however, the books and accounts can be laid out in 
such a systematic manner that after trying out, and under 
intelligent supervision, the necessary items of information from 
the various departments will almost flow into their respective 
stations. 

The purpose of accounts is to furnish, not year old history, 
but financial history—history which will be immediately avail- 
able to forecast and make provision for periodical financial needs. 
By periodical, I mean weekly or monthly. Financial settlements 
are made by the month when not by the week, or for cash. 
Naturally, then, financial statements should review operations by 
the month, when not oftener. From this it may be seen that 
while it would be interesting to go into great detail in making up 
cost statements and to compare periodically the cost and produc- 
tion of each card, frame, or loom, yet it is not always com- 
mercially practicable to bring it down to such a fine point. It 
has been found well to work out these costs on general lines, 
thus: determine the number of bales of cotton which have been 
taken into the mill each day and opened. This record is entered 
on the consumption report. Then so many bales and (or) cuts 
of cloth come off the looms each day. This is entered with full 
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description on the production report. So much fuel, oil, starch, 
baling material, repairs, parts and other general supplies have 
been used today. These are all entered on the report of supplies 
and repairs. The keeping up with the purchases of supplies and 
repair parts, together with the issues of such, is a task which, 
while simple in theory, is difficult in practice, unless there is a 
regular supply man who has sole charge of them. This record 
should be kept on large loose leaves arranged in columnar form, 
suitably headed and designed as a perpetual inventory, show- 
ing daily accessions to stock and issues therefrom. Therefore 
it may be seen that the keeping of a complete record in the 
office of a cotton mill necessitates a great deal of work with 
the accompanying expense. Many mill managers fight shy of 
any additional expense that can be avoided and the result is 
that in a good many mill offices only such accounts are kept as 
cannot be avoided. 

Most accountants agree that it would be well for the manage- 
ment to know each month its exact financial condition, as it may 
be disclosed by a statement of assets and liabilities, with the 
complementary statements of manufacturing cost, general sales 
(less expense of same), with the gross income account and de- 
ductions therefrom. In order to find the costs and values, a 
systematic account keeping should be maintained and the reports 
and statements constructed in the same manner each month. 

The average cloth mill spinning its own yarn will find the 
following chart of accounts to cover its general needs. There 
may be need of greater detail for some mills, and yet other 
mills may consider it too comprehensive. Again, others may 
prefer different captions for the account. 


CHART OF ACCOUNTS 
Group A—Inventory Accounts 


. Raw cotton. 
. Cotton in process. 


arn. 
. Partly finished cloth. 

. Finished cloth. 

. Supplies. 

. Miscellaneous inventories. 


& 
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Group B—Manufacturing 


I. Propuctive Lasor 


. Superintendent. 

. Opening, picking and carding. 

. Spinning, spooling, and warping. 
. Slashing and drawing in. 

. Weaving. 

. Cloth room. 

. Miscellaneous productive labor. 


II. GENERAL 


. Machine shop. 

. Steam plant or power. 

. Yard. 

. Overhead. 

. Machinery repairs. 

. Depreciation. 

. Miscellaneous general labor. 


Group C—General Expense or Administrative Accounts 


. Salaries. 

. Office expenses. 
. Interest. 

. Insurance. 


Taxes. 


. Repair mill buildings. 
. Repair tenant houses. 
. Miscellaneous expenses. 


Group D—Selling Expenses 


. Freight out. 

. Drayage. 

. Commissions and discount. 
. Samples. 


Other selling expenses. 


Group E—Store Accounts 


. Store purchases. 

. Store expenses. 

. Store sales. 

. Store accounts receivable. 


Group F—Sales Accounts 


. Cloth sales. 
. Miscellaneous sales. 
. Waste sales. 


Group G—Other Income Accounts 


. Rent receipts tenant houses. 
. Miscellaneous receipts. 


As a basis of account keeping lies in altering forms without 
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changing values, it will be interesting to review the economic 
principles contemplated in this list of accounts. For convenience 
we shall adhere to the idea of which the general ledger is the 
embodiment. That is, we shall charge to the proper account 
that which is reecived by or transferred to it and credit to the 
proper account that which is taken away or transferred from it. 


1. Raw Cotton 

To be charged with the inventory at first period and the cost, 
freight and drayage, storage and other direct charges of cotton 
purchased. The loss on hedges is a proper charge also, but where 
monthly or quarterly statistics are prepared, such charges make 
violent fluctuations in the pound averages as compiled period- 
ically. To so great an extent is this true, especially where the 
loss is heavy, that it is considered to be the better policy to carry 
the hedges account until the end of the fiscal year and then 
transfer it direct to the profit and loss account. The same 
reasoning would apply if the hedges transactions resulted in a 
profit. 


2. Cotton in Process 

To be charged with inventory at first of the period and with 
the cost of the cotton in process. If it is desired, the distinction 
can be drawn here very finely and say that cotton in process 
consists of the cost of cotton plus labor, waste, supply, depre- 
ciation, interest upon the investment and other visible charges, 
if any, up to the spinning. These are the elements that would 
make up the inventory value of the cotton in process. It is 
closed out at the end of the period by an inventory prepared 
similarly to the one at the first of the period. 


3. Yarn 

To be charged with the inventory of yarn at the first of 
the period made up at the cost of yarn. This would be based 
upon the cost of the cotton in process, to which would be 
added the cost of yarn, arrived at in practically the same manner 
as the cost of cotton in process. Closed out at end of period like 
cotton in process. 


4. Partly Finished or Unfinished Cloth 
Charged with inventory at first and closed out at end of 
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period by inventory at last. The cost of the unfinished cloth 
would be the same as the cost of the finished cloth, except, of 
course, the cost of finishing. This is cloth room labor, baling, 
casing, supplies and miscellaneous charges. 


5. Finished Cloth 

Charged with inventory at first and closed out with inventory 
at last. Most mills separate their inventory accounts (up to 
No. 5) into raw material, cotton in process, and unfinished and 
finished goods. (Waste is considered under sales accounts.) 
The additional one of yarn is described to show how it should 
be treated if desired to carry it. 

The cost of the finished cloth is determined by charging: 

First. The cost of raw material. 

Second. Plus the waste loss. 

Third. Less the value of the sales of waste. 

Fourth. Plus (or minus) the difference in the process inven- 

tories. 

Fifth. Plus the manufacturing cost. 

The distinction is made here, and it is the viewpoint of this 
paper, that the manufacturing cost does not include the general 
expense, or the regular charges against net income such as 
interest, taxes and the like. It is our purpose to hold manu- 
facturing cost to the twenty-one accounts previously described. 


6. Supplies 

Charged with the inventory at the first of the period and 
closed out with the inventory at last. Comparatively few cotton 
mills keep a complete and proper record of supplies. Doubtless 
there may be what seem to be good reasons for this, but where 
the cost runs up to considerable value, it would appear to be 
good judgment to keep an exact account of the receipt and issue 
of general supplies and repair parts. The loose leaf or card 
system is well adapted to a record of this kind. I have seen 
an excellent example of this as “keeping tab” on, say, loom parts. 
The sheet should be ruled appropriately to take care of the 
date, number, and name or description of the part. After a 
record keeping system of this kind is installed and begun, it is 
not so trouble to maintain as this description might imply. 
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7. Miscellaneous Inventories 
This is to cover any other kind of material or supply thought 
necessary to separate from those already considered. 


Cotton Purchases 

In some mills it is found desirable to keep account of cotton 
purchased separate from that of raw cotton inventory. In any 
case it is simply a division of the same material value. Cotton 
purchased should, of course, be charged with all of the raw 
material bought and the freight also, unless, as explained above, 
it is desired to carry these accessory charges on separate ac- 
counts. Some mills, whose accounting department is well de- 
veloped, have adopted the idea of crediting this account with 
the cotton opened. It is a good plan to re-weigh cotton imme- 
diately before opening it. This brings out the “wet” loss and 
is also an effective check. It will be found invaluable in the 
preparation of the waste statistics. All possible information of 
this kind is valuable to the management as it may well lead 
to “tightening up” any loosenesses, and hence to economic saving. 
The credit of cotton opened to cotton purchased account should 
be on the basis of the invoice weight and if not the invoice cost, 
then at least the average cost. The consumption record should 
carry a column for re-weights, as well as for invoice weights. 
When properly maintained, then, this cotton purchased account 
becomes a current inventory account for the cotton. 


1. Productive labor No. 8 to 14 
2. General No. 15 to 21 


These accounts, with supplies, make up the charges to manu- 
facturing expenditure. The distinction between manufacturing 
expenditure and manufacturing cost is that the latter is obtained 
by setting up as a charge the inventory at first of raw cotton, 
cotton in process and waste, adding to this the cost of the cot- 
ton purchased for the period, and to this sum adding the total 
of the manufacturing expenditure. From this grand total, deduct 
the amount of similar inventories at last of the period and also 
deduct the amount of the sales of waste. All the accounts num- 
bered eight to twenty-one are generally, if not always, covered 
by the familiar pay roll account. Many mills have an elaborate 
pay roll arrangement in an auxiliary book and charge the amount 
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on their general ledger under an account known as pay roll or 
operatives account. In large mills where the clerical labor has 
to be considerably divided, this is a good plan; but if in the 
distribution of this clerical work, it is left to some record keeper 
who is not exact in his methods of properly writing up the 
charges to the various labor accounts, such as opening, picking, 
carding and the like, it makes it difficult, if possible, to get out 
correct statistics on pound costs. Pay roll record should be 
very carefully kept up. The labor cost is, of course, the big cost 
to the mill. The mill accounts should blend, one into the other. 
Thus, the raw material cost, increased by waste, then the supply 
and labor costs, then the general manufacturing and general 
expense, which with the selling expense constitutes the total cost 
of making and selling the goods. 


Group C 

The general expense or administrative costs are covered by 
accounts numbered twenty-two to twenty-nine. These are the 
usual ones incident to a mill. 


General 

The remaining accounts consist of the selling expenses, the 
store accounts, the sales accounts and other income accounts. 
They are all so well known as not to need any discussion, except 
perhaps the waste account. 


Waste 

It may be said that waste being unescapable, there is not 
much use in attempting to follow it out, but this is only partly 
true. Perhaps a certain percentage may be established as bag- 
ging and tie waste, as flyings from the cards, as motes, sweep- 
ings and thread waste, but even if for no other reason than 
keeping down this percentage should a continuous scrutiny and 
periodic examination be made of it. To those mills manufac- 
turing a class of goods where the sizing reduces the net waste 
in weight, it becomes a matter of interesting enquiry to compare 
monthly or quarterly reports. For instance, if in a certain period 
the production of visible waste was 200,481 pounds on a total 
cotton consumption of 1,951,430 pounds, the percentage would 
be 10% per cent. 
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Then if the total production of finished goods was.......... 1,785,750 Ibs. 
And the total consumption being ..... 1,951,430 Ibs. 
We may see that the net waste has been overcome by ...... 34,801 Ibs. 


The question then is: What is the total waste? With the 
knowledge of the weight of the visible waste and the weight 
of sizing, we may easily establish the total waste. The weight 
of the sizing material, deducted from the finished goods weight, 
would furnish a figure from which we could determine the real 
waste. Such satistics properly prepared give valuable stand- 
ards for comparison. 


Conclusion 
The salient features of this system bring out correctly the 
following points: 


1. The prime cost of cotton, meaning by this, invoice cost, freight, and 


one. 
2. The increase due to waste. (Remember that we do not desire to 
make waste, we cannot help it.) 

3. The manufacturing cost. 


These three make the total prime and manufacturing cost, 
including waste. 


4. The general cost. This covering all the other costs not previously 
considered except 

s. The selling expenses, which are in the true sense a proper deduc- 
tion from sales. 

These five consolidated make the total of all costs, which 
deducted from the price per pound of cloth sold, etc., enables 
us to reach at last our final goal, the manufacturing profit per 
pound of cloth made and (or) sold. 
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EDITORIAL 


Annual Convention 


During the third week in September the American Associa- 
tion of Public Accountants will hold its twenty-sixth annual 
convention. Boston is the place and the Certified Public Ac- 
countants of Massachusetts will be the entertaining society. The 
indications point to the largest meeting that the association has 
ever held. The natural increase in membership is one contribu- 
tory cause, but the chief reasons for expecting a record gathering 
are that members are taking more interest, and the number of 
active participants in association work is growing steadily and 
fairly rapidly. 

Such occurrences as the annual convention of the association 
are of great importance to the profession in all parts of the 
country. By bringing together the men engaged in practice in 
different states, it is possible to establish an understanding of 
the broader questions affecting the profession which would not 
be practicable otherwise. It has been found that the general 
progress of the profession has been more rapid since the plan 
of holding national conventions was adopted, and it has also 
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been found that the annual meetings have done much to allay 
the sectional jealousies with the is sO 
cursed. 

This year the programme will for the num- 
ber of papers read and the quantity of time devoted to technical 
discussion. The customary sight-seeing and entertainments have 
been arranged, and the social part of the gathering promises 
to be delightful, but the more serious and beneficial part has been 
given special thought and the prospects are for a week of ac- 
countancy with a great deal of entertainment in lighter vein. 

Every accountant whether a delegate or not should make it 
a point to attend this convention of his national organization. 


Certificate Qualified 


From time to time correspondents of this magazine revive 
the question of what constitutes legitimate qualification of an 
accountant’s certificate attached to the financial statement of a 
client’s affairs. Some of these gentlemen seem to wonder that 
the problem has not been solved and some definite decision 
reached as to what is and what is not permissible in modification 
of the certification of condition. But if one would pause to 
consider the matter it would appear a wonder if such standard 
had been set. While customs remain as they are it is impossible 
to fix a rule. In all probability the time will come before very 
long when the accountant will be able to establish a rule covering 
the majority of cases, but we doubt if the ideal of a universal 
practice in this particular will ever be attained: 

It must be borne in mind that the business community is ‘only 
beginning to apprehend the necessity of being frank in its rela- 
tionship with the general public; and the public is hardly yet 
aware of the change which is taking place~in commercial eco- 
nomics. Therefore, it is not amazing thatthe process of laying 
the cards on the table should be slow and gradual. The gratify- 
ing fact is that it has been steady. 

The number of clients who think that-a mere inspection of 
the books of account is sufficient to justify an accountant in 
certifying that things are as they should be, without any qualifica- 
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tion, is still unfortunately large; and the accountant is often 
placed in a most difficult position. He must determine whether 
or not he can consent to make such an incomplete and valueless 
audit. In nine cases out of ten he will make the audit and when 
appending his qualifying certificate will point out to the client 
that no value can be attached to a statement such as that in 
question. 

Looking at the matter from the highest ethical viewpoint it 
must be admitted that the proper course for the accountant to 
pursue would be to refuse to conduct an audit unless opportunity 
were given for verifying inventories and accounts receivable and 
all other things having a bearing on the accounts. But here 
the difficulty arises that many clients would be estranged thereby, 
and unfortunately some accountants are not yet in a position to 
ignore the financial consideration. We may deplore this fact 
as we will, but it remains. The average accountant is not suffi- 
ciently independent to be able to dictate in this respect. Some 
of the better known are no doubt strong enough to enforce their 
will, but at present the average accountant is not, and conse- 
quently we must consider things as they are and not as we would 
have them. 

Of course, every reputable accountant will absolutely con- 
demn the idea of certifying to an incompletely investigated 
condition of affairs without stating that the information offered 
for his inspection was limited, but the regrettable truth is that in 
making such qualifications the accountant does not always make 
himself perfectly clear and forgets—to put it in its best light— 
forgets that the public will not grasp the significance of a certifi- 
cate if there be the slightest ambiguity in the phraseology. And 
here is the point upon which a great reform may be effected. 
While waiting for the public to become so fully educated as to 
demand that all audits shall be complete a vast amount of good 
may be done by taking care that the words qualifying the incom- 
plete report shall be capable of one construction only, and that 
one which will inform him who reads. 

It may be perfectly correct for example to say that the ac- 
counts reflect the true condition of affairs as shown by the books, 
but it should never be forgotten that there is a considerable 
portion of the public which will not remember that there are 
things other than the books. 
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A plain statement that the conditions are correctly shown 
followed by some such pregnant formula as “E. & O. E.,” or 
one of a commoner sort, is another instance of the technically 
correct assertion which may grossly deceive the public. 

It is against this sort of misleading presentation of the truth 
that accountants should set their faces. The entire profession 
should decline to make an investigation without ready access to 
all vital facts, but even if that time is not yet come, it were folly 
to overlook less evils while trying to effect the greater reform. 
It should be the determination of all accountants to insist that 
their qualifying phrases shall be absolutely convincing. The 
client who objects to the truth is the client whose name might 
well be lost from the accountant’s list. 
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ConpuctTep By JoHN R. WitpMAn, M.C.S., C.P.A. 
ProsLEM No. 20 (DEMONSTRATION ) 


The following is the balance sheet on February 29, 1912, of 
John Barber, who has filed a voluntary petition in bankruptcy: 
land, $10,000; buildings, $25,000; machinery and tools, $8,500; 
horses, wagons and harness, $540; furniture and fixtures, $1,200; 
merchandise, $8,525; cash in bank, $237; cash in hand, $40; 
accounts receivable, $5,465; notes receivable, $2,000; bond and 
mortgage payable, $18,000 (due July 1, 1912, interest 6 per cent 
last paid January I, 1912); accounts payable, $27,527; notes 
payable, $10,000; capital, $5,980. 

An inspection of the books reveals the fact that the balance 
sheet is not complete, since the following items have not been 
considered: accrued interest on notes receivable, $21.43; un- 
expired insurance, $45; interest accrued on bond and mortgage 
payable, $180; taxes accrued, $65; interest accrued on notes 
payable, $100. 

After the appointment of the receiver the following facts 
were established: land has increased in value and is worth 
$12,000; buildings have not been depreciated and are appraised 
at $20,000 ; machinery and tools will bring, approximately, $5,000 ; 
horses, wagons and harness, $200; an offer of $500 has been 
received for the furniture and fixtures ; merchandise to the extent 
of $500 is covered by the chattel mortgage of a creditor whose 
claim is $350; another creditor whose claim is $800 is less for- 
tunate, holding a chattel mortgage of only $625; the cash in 
hand contains a $10 I. O. U. of an employee, which memorandum 
is worthless; accounts receivable are classified as good, $3,575, 
doubtful, $325, balance worthless; the notes receivable are con- 
sidered good. The personal estate of John Barber consists of 
a house and lot, $5,000, subject to a mortgage of $2,000; money 
lent to a friend, $200, which is good; household debts, $257. 

From the foregoing prepare: 

(a) Statement of affairs. 

(b) Deficiency account. 
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Statement of affairs and deficiency accounts seem to cause 
more unrest and trouble in the student world than any other 
class of statements. A problem bearing on insolvency or bank- 
ruptcy and calling for these statements seems to be the signal 
for a state of collapse which is more or less general. It is not 
uncommon to find instructors attaching an amount of importance 
to the subject which appears somewhat uncalled for. 

If a student or anyone interested in the subject could be made 
to see that a statement of affairs is in effect an estimated balance 
sheet it might throw a different light on the subject. The occa- 
sion for such a statement arises when it becomes desirable 
to ascertain what the condition of the proprietor and his relation 
to creditors would be were the business to be wound up. It 
matters not whether the proprietor appear as a sole proprietor, 
copartners or a corporation, except in one or two cases which 
will be mentioned later. If the reader is able to imagine the 
sole proprietor of a business receiving from his bookkeeper a 
balance sheet showing assets comprising land, buildings and 
furniture, $25,500; merchandise, $10,000; cash, $5,000; accounts 
receivable, $8,000, and liabilities in favor of purchase creditors, 
$33,500, the proprietorship will be seen to amount to $15,000. 
Such an amount the business is said to be worth. If, however, 
the proprietor were to consider winding up or liquidating the 
business (not selling it as a going concern) a somewhat dif- 
ferent condition might present itself. The land, buildings and 
furniture at forced sale might not bring more than $15,000; 
merchandise, $7,000. Accounts receivable might contain a num- 
ber of debts which were worthless and others which could not 
be realized upon if speedy collection were attempted, so that 
only $5,000 would be realized. Thus, if the hypothetical pro- 
prietor were to add these estimates and the cash together he would 
find that he could reasonably depend only upon $32,000 with 
which to pay creditors, $33,500. The result, if his estimates were 
correct, would be that instead of having a capital of $15,000, he 
would be owing $1,500 more than he had assets, or he would have 
a “deficit” of $1,500. If he were to start with the balance sheet 
taken from the books and compare the items one by one with 
the estimates, the result would be as below and he would have 
the foundation of a statement of affairs. 
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Esti- | 


Esti- 
mated | mated 
Per to | Per liqui- 
Assets book realize || Liabilities book dation 
Land, bldgs. and fur- Accounts payable .. . .$33,500 $33,500 
$25,500 $15,000 
Merchandise ........ 10,000 7,000 
5,000 5,000 || Proprietorship 
Accounts receivable.. 8,000 5,000 ee 15,000 
$48,500 $48,500 
$32,000 
1,500 
$33,500 $33,500 


If an attempt is made to ascertain the cause of the deficit, 
a comparison of the amounts estimated to be realized will show 
an estimated loss of $10,500 on land and buildings, $3,000 on 
merchandise and $3,000 on accounts receivable, or a total of 
$16,500. Against this estimated loss there is the proprietor’s 
capital of $15,000 to be offset, revealing again the fact that his 
capital has been wiped out and that his assets are insufficient to 


the extent of $1,500 to meet his creditors. 
be moulded into a deficiency account as follows: 


These figures may 


Debits Credits 
Estimated losses on realiza- Proprietorship ............. $15,000 
tion: 
Land, bldgs. and furniture .$10,500 
$16,500 $16,500 


A statement of affairs is typical of insolvency although it is 
conceivable that it might be prepared out of curiosity when 
It is analogous in the case of 
insolvency to the balance sheet in solvency in that it shows 
financial condition, which, however, is estimated. Like the bal- 
ance sheet it is prepared by or in behalf of the proprietor. Since 


insolvency was not suspected. 
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an important feature of the statement is to show the relation 
to creditors, especially those whose claims are unsecured the 
impression sometimes gains recognition that the statement is 
made up from the point of view of creditors. This, together 
with the fact there is usually an excess of liabilities over assets, 
has led to a transposition of the two sides as they appear in 
the balance sheet. The argument in favor of the transportation 
when based on the assumption that it is a creditor’s statement 
should be ignored for the reason that it is no more a creditor’s 
statement than is a balance sheet. The argument relative to 
the excess of liabilities over assets has some foundation, but 
the objection to it, as will be seen later on, is that with the 
numerous contras which have to be deducted it is very confus- 
ing to transpose the sides without anything in particular being 
gained. 

In the same way that the statement of affairs is analogous 
to the balance sheet the deficiency account is analogous to 
the profit and loss account. The profit and loss account explains 
the fluctuation in proprietorship. The deficiency account serves 
in a similar way to connect the proprietorship as shown by the 
balance sheet with the deficit as shown by the statement of 
affairs. 

It should be borne in mind that both statement of affairs 
and deficiency account are statements which are prepared apart 
from the books and that the books are not adjusted to agree 
with them. Realization and liquidation which follows insolvency 
rarely coincides with the estimate and therefore to adjust the 
books in accordance with the estimate would result in hopeless 
confusion. 


There are perhaps one or two general remarks concerning 
these statements which should be made before proceeding to the 
solution of the present problem, namely, that any assets or 
liabilities of the business which do not appear on the books 
should be treated as if such were the case and accordingly added 
to the items in the balance sheet. There should also be included, 
in the case of a sole proprietor, his personal estate since busi- 
ness and personal creditors rank equally in the distribution of 
the combined business and personal estate. 

A working sheet will be found valuable in this type. of 
problem. It differs from those used in previous problems but 
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Bo: is fully as useful. It may be criticized on the ground that it 
$ consumes considerable time; but the accuracy *which results 
“4 and the facility with which the statements may be prepared 
aires seem to justify the means. By applying the principles embodied 
re in the “simple case illustrated above it will be seen that the 


increases. and decreases resulting from the application of the 
estimated realization and liquidation to the balance sheet or book 
figures will, when applied to the propietorship, produce the deficit. 
Thus the figures will all be tied up before starting on the state- 
ments and the attention may be devoted the more important 
matter of arrangement. 


WORKING SHEET FOR STATEMENT OF AFFAIRS AND 
DEFICIENCY ACCOUNT 


Estimated real- 
Per ization and 


Assets books liquidation Increase Decrease 
$10,000.00 $12,000.00 $ 2,000.00 
ee. Machinery and tools ............ 8,500.00 5,000.00 3,500.00 
= Horses, wagons and harness .... 540.00 200.00 340.00 
s Furniture and fixtures ......... 1,200.00 500.00 700.00 
.00 40.00 
Accounts receivable ............. 5,405.00 3,575.00 1,890.00 
Notes receivable ............00. 2,000.00 2,000.00 
: Accrued interest on notes rec.... 21.43 21.43 
: Unexpired insurance ........... 45.00 45.00 
Personal estate: 
5,000.00 5,000.00 
Liabilities 
Bond and mortgage payable ..... $18,000.00 $18,000.00 
Interest accrued on B/M........ 180.00 180.00 
65.00 65.00 
: ee Int. accrued on notes payable ...... 100.00 100.00 
Personal débts: 
Mortgage on house and lot ...... 2,000.00 2,000.00 
Household debts ................ 257.00 257.00 
f Total. liabilities ......... $58,129.00 $58,129.00 
z Capital as adjusted ............. $ 8,644.43 $ 795.57 $ 2,000.00 $11,440.00 


From ,the above the statement of affairs and deficiency ac- 
count .may-be prepared. The statement of affairs is arranged 
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with the assets and deficit above liabilities in order to show one 
of the variations in form. A statement showing the assets and 
liabilities in account form will be presented in connection with 
a subsequent problem. 


JOHN BARBER 


STATEMENT oF AFFAIRS—AS OF FEBRUARY 29, 1912 


Estimated 
realization 
Book and 
Assets and Deficit Value liquidation 
sce $ 277.00 $ 267.00 
tges—per contra .......... $350.00 


Notes receivable and interest ..................e00- 2,021.43 2,021.43 
| 200.00 200.00 
Horses, wagons and harness ...................000- 540.00 200.00 
Less—mtge.—per contra ............... 18,000.00 17,000.00 14,000.00 
ss—mtge—per contra ............... 2,000.00 3,000.00 3,000.00 
Less—preferred claims—taxes (per 5 
Net assets—subject to expenses of receivership avail- 
able for unsecured creditors—representing 97.85 
plus per cent of their claims ..................... $36,203.43 
795.57 
Liabilities 
Preferred claims (deducted per contra) : 
Creditors : 
Fully secured (deducted per contra) : 
Bond and mortgage—land and buildings .......... 18,000.00 
Bond and mortgage—house and lot .............. 2,000.00 
Partly secured (deducted per contra) : 
Liabilities (unsecured creditors) $37,080.00 
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JOHN BARBER 
Dericiency Account 


Debits Credits 
Non-ledger liabilities : Capital per ledger ....... $ 5,980.00 
Interest acc. on M Add: 
OA $ 180.00 Non-ledger assets : 
Taxes accrued ......... 65.00 Acc. int. on N/R..... 21.43 
ace. on N/P........ 100.00 Unexpired insurance.. 45.00 
Personal liabilities : 
Mtge. on house and lot 2,000.00 Personal assets: 
Household debts ....... 257.00 | House and lot .......... 5,000.00 
8,644.43 | Loans receivable ........ 200.00 
$11,246.43 $11,246.43 
Estimated losses on real- Bal. cap. as adjusted..... $ 8,644.43 
ization: Estimated gain on realiza- 
Machinery and tools.... 3,500.00 2,000.00 
Horses, wagons and har. 340.00 
Furniture and fixtures. . 700.00 
ee ere 10.00 | Deficit—per statement of 
Accs. receivable ....... 1,890.00 eee 795.57 
$11,440.00 $11,440.00 


Theoretically the assets and liabilities should be arranged in 
the statement of affairs in the order that they will be realized and 
liquidated. This is practicable with regard to the liabilities, but 
scarcely possible if strict accuracy is to be required with the 
assets. No one can tell whether furniture and fixtures will be 
sold ahead of merchandise or what will happen. The order is 
at best an estimate based on the probabilities as determined by 
the experience of ordinary business routine. 

Criticism is sometimes raised in connection with the employ- 
ment of the terms “book value,” since it is argued that the 
statement contains items which are not on the books. While 
this may be true, so far as problems are concerned, the items 
probably should be put on the books before a final trial balance 
is taken. 


No. 20-A (PRACTICE) 


The following is the balance sheet on March 31, 1912, of 
William Pearce, who has filed a voluntary petition in bankruptcy : 
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land, $15,000; buildings, $40,000; machinery and tools, $9,000; 
horses, wagons and harness, $600; furniture and fixtures, $1,500 ;. 
merchandise, $9,375; cash in bank, $126; cash in hand (includ- 
ing worthless memorandum of $8), $30; accounts receivable, 
$8,792; notes receivable, $1,500; bond and mortgage payable, 
$35,000; accounts payable, $26,998; notes payable, $15,000; cap- 
ital, $8,925. 

Items not on the books are: interest accrued on notes payable, 
$150; unexpired insurance, $37,50; interest accrued on bond and 
mortgage payable, $350; accrued interest on notes receivable, 
$32.45; taxes accrued, $87.50. 

The personal estate consisted of securities of the market value 
of $8,787.50 (cost, $10,000), which were deposited as collateral 
to secure a personal loan of $5,000 and personal living expenses. 
amounting to $375. 

The land and buildings were appraised at $47,000 (of which 
$18,500 pertained to the land); machinery and tools, $7,500; 
horses, wagons and harness, $250; furniture and fixtures, $300; 
there are two chattel mortgages on the merchandise, one of 
$1,236 in favor of a creditor whose claim is $975, and another 
of $975 in favor of a creditor whose claim is $1,263; the cash 
in hand contains postage stamps, $2.40; of the accounts receiv- 
able $4,525.72 are good, $1,262.34 are doubtful, but will probably 
realize 20 per cent, and the balance are considered worthless ; 
the notes receivable are worthless. 

From the foregoing prepare: 

(a) Statement of affairs. 

(b) Deficiency account. 
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ANSWERS BY JoHN H. SCHNACKENBERG, C.P.A.* 


PRACTICAL ACCOUNTING—PART I 


QUESTION 3 


; The Cambria Company is engaged in the manufacture and the sale 
ss of millinery. It buys and sells, in addition, gowns, veilings, laces, furs 
and novelties. Its factory, salesrooms and offices are located in one 
building. 

All its sales are made by salesmen or saleswomen either in the sales- 
room oc on the road. Millinery is sold at retail and at wholesale, while 
the other classes of merchandise are sold at retail only. All retail sales 
are recorded by means of sales tickets numbered consecutively and used 
as a direct medium of posting. 

Wholesale sales are made on credit only, while retail sales are partly 
on credit and partly for cash. 

The firm desires to obtain accurate results of operation regardless of 

¥: 2 overhedd expenses of each class of goods. 

‘i a It also desires a form of retail ledger that would reduce the consid- 

. a oe erable labor entailed heretofore at the first of each month, due to the 

oe fact that the monthly statements give details of sales to customers. 

Tar (a) Prepare proper form and ruling of a sales summary to take care 

of the retail sales only. 

(6) Prepare proper form and ruling of a retail customers’ ledger, to 
comply with the requirements mentioned above. 

(c) Give instructions for the operation of two books. 


ANSWER TO QUESTION 3 
Instructions for the Operation of the Books under (1) and (2) 


i. 2 OPERATION OF SALES SUMMARY 


The first column, as in any other sales book, shows the date of the 
sales. The column headed “Ticket Numbers” contains the total number 
of tickets used by any one salesman or saleswoman during the day, so 
that one line is used for each sales person’s activities. 

As the name of the book implies the record of the sales is to be in 
summarized form showing the totals of the series thus, 18001-18005, 
20150-20159, etc. 


*Mr. Paul-Joseph Eequerré has found himself unable to devote the time re- 
quired to continue the presentment of his solutions in THe JOURNAL, and Mr. 
Schnackenberg has kindly consented to complete the January examinations. 
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Returns are recorded in red ink, and are deducted when the page 
is footed; a separate line being used for each sales person, as in con- 
nection with the sales. 

The combination column shows the total sales which proves and 
balances the distribution columns, making each page self-balancing. 

The distribution column shows the allocation of all retail sales, 
whether on credit or for cash, to the respective accounts affected by the 
sales. 

At the end of the month the total of the charge column is posted to 
the retail customers’ controlling account in the general ledger. The cash 
column is not posted, as this debit is posted from the cash book. The 
footing of each respective distribution column is, of course, posted to 
the credit of the account of the same heading in the general ledger. 

It is to be borne in mind that the total footings of the sales summary 
represent net sales, the credits having been deducted daily. 


OPERATION OF THE RETAIL CUSTOMERS’ LEDGER 


Charge tickets to retail customers are transcribed to this ledger. The 
ledger page is so arranged that two-thirds of the page is devoted to 
the description of the sales, while only one-third of the page is given 
over to the record of the credits. The headings are self-explanatory and 
the first part of the form is operated in the same way as any ordinary 
sales book. The second part of the form deals with the credits to the 
customer by reason of payment, return, allowance, etc. 

Transcription of the daily sales tickets to the ledger precludes any 
necessity for a retail sales book or any reference to the original sales 
ticket when the statements are prepared. The importance of the daily 
posting of retail sales tickets is greater than that of the posting of any 
other book, because of the absence of a daily sales book. 


QUESTION 5 


A land development company, capitalized at $425,000 on January 1, 
1911, owns a large parcel of land in Westchester county. $400,000 of the 
capital stock has been issued for the land which has been divided into 
one thousand (1,000) lots of equal dimensions. The organization consists 
of an administrative office located in New York City and an agency 
office located in White Plains. At the head of the White Plains office 
there is a manager who receives a compensation of 3 per cent of the 
gross sales. The terms of his contract compel him to keep a set of books 
in which the entries are made from memoranda submitted by the New 
York office, and debar him from selling any lot at a price less than the 
book value at which it stands. All expenses are to be borne by the New 
York office. 

In connection with accounting, the company’s policy is to capitalize 
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yearly, at December 31, by prorating over the lots unsold: (@) the in- 
terest, at 4 per cent, on the book value of the lots unsold at January 1 
of the prior year, (b) the operating losses, if any, of the period just 
closed. It is understood, however, that if the operating results of any 
period are adequate for the purpose, they will be applied to offset the 
capitalization of losses of former years. 

The cash book kept at the New York office shows for the two years 
ended December 31, 1912: 


Receipts Disbursements 
12/31/11 12/31/i2 12/31/11 12/31/i2 
Capital stock ..... $ 3,000 Office expense, , 
Sales (60 lots)*.. 19,000 New York...$ 1,435.00 $ 1,650.00 
Sales (160 lots).. $54,425.00 Office expense, 
Interest on pur- White Plains. 2,647.82 2,530.50 
chase money Salaries of sell- 
mortgage ...... 300 =2,000.00 ing agents ... 8,500.00 9,000.00 
Deposits to secure Compensation— 
s 215.00 White Plains 
manager .... 870.00 


Advce. to man. 
White Plains 
1,500.00 


$22,300 $56,640.00 $13,452.82 $14,680.50 


The general ledger, which has not been closed for the two years of 
the company’s life, shows at December 31, 1912: purchase money mort- 
gage, $38,000; investment in land, $400,000. The sale price of the lots 
has been obtained from memoranda established by the president of the 
company and now in possession of the officers of the company, as well 
as of the White Plains manager. You have been retained to close the 
books as of December 31, 1912, and to submit financial statements. 

Prepare: 

(a) The balance sheet at close of business December 31, 1912. 

(b) The general ledger accounts for the two years ending December 

31, 1912, whether closed or remaining open. 


* Sold for $29,000. 
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ANSWER TO QUESTION 5 


GENERAL LEDGER ACCOUNTS _ 


Land (1,000 lots) 


1911 
Capital stock ..... $400,000.00 Sales 60 lots at 
12/31 Interest on capital ge §- j|§  $40000......... 24,000.00 
invested ........ 16,000.00 400,452.82 
Operating account 
8,452.82 
$424,452.82 $424,452.82 
1912 1912 
$400,452.82 12/31 Sales of 160 lots 
12/31 Interest on capital at $426.74 ...... $ eee 
invested ........ 16,018.11 349,609.1 
Operating account 
1,400.09 
$417,871.02 $417,871.02 
1913 
$349,609.18 
Cash 
at Capital stock ..... $ 3,000.00 12/31 N. Y. office ex- 
12/31 Sales of land ..... 19,000.00 1,435.00 
Int. on purchase hite Plains office 
money mortgage. 300.00 expense ........ 2,647.82 
Salaries of sales 
8,500.00 
Coms. of White 
Plains manager. 870.00 
8,847.18 
$ 22,300.00 $ 22,300.00 
1912 
$ 8847.18 12/31 N. office ex- 
¥2/31 Sales of land .... 54,425.00 ee eee 1,650.00 
Int. on purchase hite Plains office 
money mortgage 2,000.00 Expense ....... 2,530.50 
Deposit to secure — of sales 
to White 
Plains manager. 1,500.00 
.68 
$ 65,487.18 $ 65,487.18 
1913 
1/1 Balance .......... 50,806.68 
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Purchase Money Mortgage 


IQII 
Sale of land ..... $ 10,000.00 
1912 
Sale of land ..... 28,000.00 
$ 38,000.00 
New York Office Expense 
IQII IQII 
Perr $ 1,435.00 12/31 Operating account.$ 1,435.00 
1,650.00 12/31 Operating account. 1,650.00 
White Plains Office Expense 
IQII IQII 
$ 2,64782 12/31 Operating account.$ 2,647.82 
1912 
$ 2,530.50 12/31 Operating account. 2,530.50 
Salaries of Sales Agents 
IQII 
$ 8,500.00 12/31 Operating account.$ 8,500.00 
anda 9,000.00 12/31 Operating account. 9,000.00 
Commissions of White Plains Manager 
IQII 
$ 870.00 12/31 Operating account.$ 870.00 
1912 


12/31 Coms, accrued... 2,472.75 12/31 Operating account. 2,472.75 


Advances to White Plains Manager 


PD secctosescgee $ 1,500.00 12/31 Coms. accrued ....$ 1,500.00 


: 
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Capital Stock 


3,000.00 
$403,000.00 


Commissions Accrued—W hite Plains Manager 


1912 
12/31 Cash (advance)..$ 1,500.00 
972.75 
$ 2,472.75 


1912 
12/31 Coms. to White 
Plains manager. 2,472.75 


Deposits to Secure Sales 


$ 2,472.75 
972.75 

1912 


Reserve for Reduction of Book Value of Land Property 


191t Profit and loss ...$ 8,45282 
1912 Profit and loss ... 1,400.09 


Sales of Land 


12/31 Land (book value 
of 60 lots sold) ..$ 24,000.00 
Operating account 


(gross profit) .. 5,000.00 
$ 29,000.00 
1912 
12/31 Land property 
value of 


160 lots sold)...$ 68,171.84 
Operating account 


(gross profit) .. 14,253.16 
$ 82,425.00 


$ 9,852.91 
IQII 
Purchase money 
mortgage ...... 10,000.00 
$ 29,000.00 
1912 
Purchase money 
mortgage ...... 28,000.00 
$ 82,425.00 
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Operating Account 


IQII 
12/31 N. Y. office ex- 12/31 Sales of land 
$ 1,435.00 (gross profit) ..$ 
White Plains office 452.82 
........ 2,647.82 
Salaries of sales 
8,500.00 
Coms. of White 
Plains manager. 870.00 
Be $ 13,452.82 $ 13,452.82 
1912 1912 
N. office ex- Sales of land 
$ 1,650.00 (gross profit) ..$ 14,253.16 
White Plains office 1,400.09 
expense ........ 2,530.50 
Salaries of sales 
9,000.00 


Coms. of White 
Plains manager. 2,472.75 


$ 15,653.25 $ 15,653.25 


Interest on Capital Invested 


aes Profit and loss ...$ 16,000.00 Rs. Land (4% on 
$400,000) 


1912 1912 
12/31 Profit and loss ... 16,018.71 12/31 Land (4 % on 
$400,452.82) .... 16,018,17 


Interest on Purchase Money Mortgage 


1911 
Profit and loss jaooo 12/31 Cash ............. $ 300.00 
1912 1912 
12/31 Profit and loss ... 2,000.00 $ 2,000.00 
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Profit and Loss 


IQII 


12/31 Reserve for reduc- 12/31 Interest on capital 
tion of book invested ........ $ 15,000.00 

value of land ... 8,452.82 Int. on purchase 
7,847.18 money mortgage. 300.00 
16,300.00 16,300.00 

1912 1912 

12/31 Reserve for reduc- 12/31 Interest on capital 
tion of book invested ........ $ 16,018.71 

value of land ...$ 1,400.09 Int. on purchase 
16,618.02 money mortgage. 2,000.00 
$18,018.11 $18,018.71 

Surplus 


1911 Profit and loss ....$ 7,847.18 
1912 Profit and loss ....$ 16,618.02 


$ 24,465.20 
General Balance Sheet at December 31, 1912 
Assets Liabilities 
$349,600.18 Capital stock: 
Purchase money mort.... 38,000.00 Authorized ..$425,000 
Issued and outstanding $403,000.00 
Deposits to secure sales. . 215.00 
Commissions accrued ... 972.7 
Reserves for reduction of 
book value of land .... 9,852.91 
$438,505.86 $438,505.86 
Question 6 


In accordance with the provisions of a plan drawn by its prospective 
manager, a syndicate is created for the purpose of obtaining control of 
certain business interests at present organizing in a neighboring state. 
The members of the syndicate have in consequence contributed $1,500,000 
in cash, which, pending developments, has been invested in railway bonds, 
acquired at par, and placed in the hands of a trustee. 
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In due course the trustee enters into an agreement with the A. K. 
Company, organized with an authorized issue of $3,500,000 of capital 
stock, of which 2,000 shares have already been subscribed to and paid 
for by incorporators and others. According to the terms of the agree- 
ment, the trustee is to deliver to the company the securities that he holds, 
plus $700,000 in cash, in exchange for the company’s potential stock. 
In case, however, the trustee should fail to pay the cash into the com- 
pany’s treasury within thirty days, he is to return to the company two 
shares of stock for every $100 of cash not paid. 

The members of the syndicate having failed to respond to the demand 
of the trustee for additional contribution, the syndicate is dissolved, and 
the trustee, unable to pay any cash, returns the stock to the company. 

Simultaneously a second syndicate is formed under the same manage- 
ment. It contracts to purchase at par the securities held by the A. K. 
Company, in consideration of a bonus of three-fifths of the shares of 
stock surrendered by the first syndicate. Half of the purchase price 
is paid at once, the other half is payable one month later, é.¢., June 30, 

Prepare: 

(a) The journal entries expressing the above facts on the books of 

the A. K. Company. 

(b) The balance sheet of the company at May 31, rgI1t. 


ANSWER TO QUESTION 6 


A. K. COMPANY 
JOURNAL ENTRIES 


Cash ......... $ 200,000.00 


For issue of capital stock in consideration 
of cash subscriptions to 2,000 shares. 


Investment in bonds of other companies ........ 1,500,000.00 

700,000.00 

3,300,000.00 


For issue of capital stock to syndicate 
No. 1 under terms of agreemient on file. 


700,000.00 
rganization expense .............. 700,000.00 


For 14,000 shares of capital stock re- 
turned by syndicate No. 1 for failure 
to pay the amount stipulated in agree- 
ment. 


To investments in stock ................ 1,500,000.00 
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To record sale of securities held by | 
the company to syndicate No. 2, as per { 
agreement on file. i 
To record issue of treasury stock given 
to syndicate No. 2 as a bonus for pur- 
of securities as above set forth. 
Cathe 750,000.00 
Te Me. 750,000.00 
For cash received on account of con- 
tract. 
LEDGER ACCOUNTS 
i 
Capital Stock i 
$ 200,000.00 
3,300,000,00 
Cash 
Subscriptions ......... $ 200,000.00 
Syndicate No. 2 ....... 750,000.00 
$ 950,000.00 
Investment in Bonds of other Companies 
Capital stock .......... $1,500,000.00 Syndicate No. 2 ....... $1,500,000.00 
Syndicate No. 1 
Capital stock .......... $ 700,000.00 ‘Treasury stock ........ $ 700,000.00 
Organization Expenses 
Capital stock ......... $1,100,000.00 Treasury stock ........ $ 700,000.00 / 
Treasury stock ........ 840,000.00 Balance ........... «+++ 1,240,000.00 
$1,940,000.00 $1,040,000.00 
$1,240,000.00 
143 
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Treasury Stock 


$1,400,000.00 Organization expense ..$ 000.00 
$1,400,000.00 $1,400,000.00 
Syndicate No. 2 

Investment bonds ..... Err ere $ 750,000.00 
750,000.00 
$1,500,000.00 $1,500,000.00 


Balance Sheet of A. K. Company at May 31, 1911 


Assets Liabilities 
$ 950,000.00 Capital stock .......... $3,500,000.00 
Treasury stock ........ 560,000.00 
Organization expense .. 1,240,000.00 
Syndicate No. 2 ....... 750,000.00 
$3,500,000.00 $3,500,000.00 


CoMMENTS OF ProsLeEM 6 


Properly to solve this problem a candidate must be familiar with the 
methods of corporate finance. 

To provide the new corporation with capital the syndicate was organ- 
ized, and the terms of the agreement provided for the delivery by the 
company of $3,300,000 par value of stock for $2,200,000 in cash. To do 
this and free the stock from assessments a method had to be devised to 
make the stock full paid which would not require the payment of its 
par value in cash. 

This method is the issuing of stock for property, bonds, stocks or 
services; and in placing a value upon the property purchased the directors 
are not limited strictly to the sum for which the property would sell 
for cash. 

The difference between the par value of the stock delivered and the 
securities received represents the cost of obtaining capital, and is there- 
fore properly chargeable to organization expense. 

Another point of interest is the illustration of methods used to depress 
the price of stock. The first syndicate fails to pay the cash set forth in 
the agreement, knowing that the directors, in their desire to realize cash 
on the securities held by the company, will make even more liberal terms 
to a second syndicate than they may have been inclined to do with the 
first syndicate. In the problem the members of the syndicate therefore 
receive a bonus of $840,000 in treasury stock for converting the securities 
into cash, which is an additonal amount to be charged to organization 
expense. 
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Interest on Capital as Part of Production Cost 


[The discussion which has occupied many pages of Tue Journat for 
the past few months on the question whether or not interest should be in- 
cluded as part of the cost of production has represented divergent views 
of many accountants, some of whom have treated the subject in an 
academic manner and some merely from the narrow viewpoint of the 
factory manager or accountant. As a further contribution to the subject 
the following report by the special master appointed by the U. S. Circuit 
Court of Appeals at St. Paul is of great importance as showing the legal 
view of the matter—Editor, THe JourNAL or ACCOUNTANCY. ] 


Bros. & Co., Complainant, vs. Hamitton-Brown Co., De- 
fendant. 

This was a bill in equity brought by Wolf Bros. & Co., of Cincinnati, 
against the Hamilton-Brown Shoe Company, of St. Louis, in the circuit 
court of the United States of the eighth judicial district. Plaintiff 
manufactured a shoe known as the American Girl. Defendant manu- 
factured a shoe known as the American Lady. In its accounting for 
profits the defendant sought to charge interest on the value of its plant 
as part of the cost of production, in the sum of $82,184.92. 

The action was first brought for infringement of a trade-mark and 
for unfair competition in trade. Upon hearing, Dyer, J., dismissed the 
complaint. 

Complainant appealed to the United States court of appeals, which 
remanded the case, ordered judgment for complainant, and ordered an 
accounting, holding that the trade-mark was invalid, and that the re- 
covery was based upon unfair competition in trade (165 Fed., 413, Nov. 
17, 1908). 

The case was then referred to me and I filed my report on October 
4, IQ1I, recommending judgment for $445,311.55. 

On January 23, 1912, the court, Dyer, J., sustained exceptions to my 
report and reduced my finding to one dollar, with all costs against the 
complainant (192 Fed., 930). 

On May 19, 1913, the United States court of appeals reversed and 
remanded the cause to the district court, sustained my report upon every 
point, and ordered the court to enter a judgment for the amount 
of my finding, $445,311.55. 

The accounting disclosed that during the period in controversy the 
defendant did business to the amount of nearly fifty millions of dollars. 

In segregating the profits and expenses applicable to the prohibited 
manufacture, vast sums were claimed by the defendant to be allowed in 
diminution of profits. 

My action in allowing or overruling such claims was in all things sus- 
tained by the court of appeals. 

I allowed the defendant’s claim for interest on borrowed money to 
the amount of $593,875.33. 
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I disallowed the defendant’s claim for interest on capital in the sum 
of $82,184.92. 
My reasons for so doing appear in my report. 
Henry Denison, 
Master. 


REPORT OF THE MASTER ON “INTEREST” 
INTEREST ON CAPITAL 


It is claimed on the part of the defendant that one of the items of 
offset, in diminution of the profits, is the amount of interest on the 
plant and on the capital invested in the business. 

I am unable to see how this can equitably be claimed in the case 
at bar. There is nothing in the evidence to show that any plant was 
erected, or any capital was invested, having for its special object the 
manufacture and marketing of the brand of shoes marked American 
Lady. 

Even if that were the case, it might be doubted whether upon capital 
invested and plant erected for the purpose of doing a wrong, interest 
could equitably be charged upon the investment in dimunition of the 
damages suffered by the victim of the wrong. 

But it appears on page 413 of the printed record of the court of 
appeals in the testimony of Mr. McElroy, that the defendant simply 
“adopted the name American Lady for a certain line of shoes made by 
the Hamilton-Brown Shoe Company.” 

In other words, in furtherance of its scheme of unfair trade which 
the court of appeals has found existed, the defendant spent nothing, 
built nothing, invested nothing, beyond what it had already spent, built, 
and invested, excepting only what was spent in “getting our cartons, and 
stencils and stamps, etc., made.” 

The defendant decided to adopt the name American Lady for a 
certain line of women’s shoes, in August or September, 1900. 


“Our records show that the first case of these goods was sent out of 
the factory November 7, 1900. The length of time elapsing between the 
time of selecting the name and delivering the shoes was taken up by 
getting our cartons and stencils and stamps, etc., made” (p. 413). 


It seems to me that the rule laid down by the supreme court of 
the United States in the following case, upon exceptions to the master’s 
report, is the rule which must govern in the case at bar. 


“He refused to allow manufacturer’s profits and interest on the capital 
stock. This was correct. The profits made in violation of the rights of 
the complainants in this class of cases, within the meaning of the law, are 
to be computed and ascertained by finding the difference between cost 
and yield. In estimating the cost, the elements of price of materials, 
interest, expenses of manufacture and sale, and other necessary expendi- 
tures, if there be any, and bad debts, are to be taken into the account, 
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and usually nothin - else. The calculation is to be made as a manufaciurer 
t 


calculates of his business.” 


Rubber Company vs. Goodyear, 76 U. S., 788-804. 
“The master properly refused to allow the defendant, as an element of 
the ‘factory cost’ * * * interest on the capital of the corporation 


invested in its business.” 
Am. Ende vs. Seabury, 43 Fed. Rep., 672. 


It further appears, so far as the books of the defendant show, that 
no interest upon the plant or upon the capital invested in the business 
was ever charged or paid by the defendant or ever entered into its 
calculations in estimating the gross or net profits of the concern in any 
year involved in this inquiry, nor ever until it appears in the Hart 
tabulation on page 8, in defendant’s reply brief furnished me. 

The testimony of Mr. Kribben, the expert accountant (Record, page 
515), establishes the fact that the defendant, for its own information- 
as to profit and loss, had its books audited annually by a firm of expert 
accountants. 

Mr. Kribben’s testimony and schedules which are compiled exclusively 
from the annual reports made to the defendant by its own experts, show 
that the defendant in its annual audit never charged the interest on its 
plant and capital against the profits. It is perfectly clear to my mind 
that the interest which defendant never charged against itself in estimat- 
ing its own profits cannot in equity be charged against the complainant 
in diminution of the profits due the complainant under the decree. 

If the defendant, for the purpose of diminishing the profits due 
complainant, claims to charge interest on its capital against the cost of 
production, it should also credit the interest earned on the capital with 
the amount so charged. This must result when the manufacturer draws 
a distinction between profits arising from production and interest on 
the capital. 

It is a mere matter of bookkeeping. It is wholly fictitious. No money 
is paid out as an expense as interest on the capital. No money is re- 
ceived as interest on the capital invested. To make a correct balance of 
the books, the interest charged on the capital must be credited with the 
interest earned on the capital, otherwise the results will not balance. As 
the profit is thus shifted from one of manufacture to one of interest 
on the investment, the result is as broad as it is long. The general 
profits are not affected a particle one way or the other. No money passes 
one way or the other. The earnings are neither enlarged nor diminished. 

This is undoubtedly the reason why the defendant’s expert accountants 
did not carry interest on the capital into the overhead charges in diminu- 
tion of the profits, because it would not be a legitimate charge for that 
purpose, and would not state the truth as a matter of accounting. No 
matter how the figures should be juggled, the profits still remain with 
the concern unaffected, undiminished and unimpaired. 

Interest on actual borrowed money is an actual cash expense and 
must be allowed as a matter of course. The interest on the capital of 
the concern invested in its business is not a cash expense. It is repre- 
sented by the production and to carry out the fiction of charging interest 
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on the capital as an outgo, it must be charged against the cost of pro- 
duction which will be diminished by just so much. If not, it diminishes 
the profits by just so much on the books, but not as an actual fact, for 
the profit remains the same. If the interest is added to the cost of 
production, it doubles the cost to that extent without any corresponding 
benefit. The capital is invested in the facilities for manufacture. The 
manufacture produces the profits. To charge the interest on the capital 
against the profits, and also to charge for the use of all the facilities of 
manufacture which represent the capital is, to that extent, to charge a 
double expense against a single profit. In an accounting for the profits 
due a complainant, such a charge amounts to a division of the profits, 
to that extent, between the sufferer and the wrongdoer. 

I have made a careful examination of the authorities bearing on this 
claim for interest on the capital invested, which was not raised at the 
hearing before me, and I have been unable to find an instance in which 
the courts of last resort have allowed it to be charged in diminution 
of profits. Some cases have been cited to me in which the supreme court, 
while refusing to allow interest on the capital invested, has declined to 
hold that it might not be allowed in some cases. From these dicta the 
inference has been drawn that when it can be apportioned it should be 
allowed. I am unable to agree with counsel in that view. 

I am of the opinion that under the decisions nothing that is not 
actually an expense of production can be applied in diminution of 
profits. 

In this case the proof shows that enormous sums have been paid as 
interest on borrowed money, amounting, during the period embraced 
in this inquiry, to $503,875.33. These borrowed moneys, on which this 
great sum as interest paid is deducted from the profits, become borrowed 
working capital in the business. The interest being actually paid is a 
legitimate charge against the profits. There is no proof or claim before 
me that the capital invested in the business upon which the defendant claims 
the sum of $82,184.92 interest in diminution of the profits is borrowed 
capital, If such were the case and such interest had been actually paid 
out to the owner of the borrowed capital as expense of production, it 
would have been as legitimate an item of expense as is the interest on 
borrowed money. 

Not having been so paid, and never having been charged by the de- 
fendant upon its books as an expense of production in diminution of its 
own profits, it is a fictitious claim as against the complainant, and cannot 
be allowed. 

The following authority, which I did not see until after the above 
was written, supports the views here expressed. 

“Where interest has been paid upon the capital invested or where it is 
to be paid upon borrowed capital, it should be allowed in estimating 
profits; but I am not aware of any rule which requires that it should 
be deducted where it has not been actually paid or incurred. * * * 

“It was not shown that any interest * * * had been paid, or any 
indebtedness incurred therefor. The master was correct in not making 


any such allowance.” 
Herring vs. Gage, 15 Blatch, 129. 
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See also the following: 


“This item in the exhibit filed by the defendant’s bookkeeper may 
have been the general cost of carrying on the entire business of the de- 
fendant, including its manufacturing departments, or it may be a mere 
of expense of selling which would include interest Mpon 

e general capital engaged. lf this is the fact, this would be wrong.” 

Kissinger-Ison Co. vs. Bradford B. Co., 123 Fed., 92. 


California Societies Consolidated 


Information has been received to the effect that the Southern Cali- 
fornia Society of Certified Public Accountants has entered the California 
State Society of Certified Public Accountants under a form of by-laws. 
similar to the plan adopted in Missouri.* 


Maryland Association of Certified Public Accountants 


At the annual meeting of the Maryland Association of Certified Public 
Accountants, the following officers were elected for the ensuing year: 
President, Elmer L. Hatter; vice-president, Clarence R. Evans; secre- 
tary, Ernest E. Wooden; treasurer, Charles R. Ditman; auditor, Miss 
Florence Hooper; trustees: Elmer L. Hatter, Clarence R. Evans, Ernest 
E. Wooden, Chas. R. Ditman, Chas. O. Hall, Thos. L. Berry, Eugene 
Greenway, and Frank Blacklock. 

The delegates elected to represent the society at the annual meeting 
of the American Association are Thos. L. Berry and Chas. O. Hall; 
alternates: Eugene Greenway and Elmer L. Hatter. 


Montana State Society of Public Accountants 


The trustees of the Montana State Society of Public Accountants at 
a meeting in Butte on July 1oth, elected the tollowing officers for the en- 
suing year: President, W. F. Battin; vice-president, George Raban; 
secretary and treasurer, Arthur J. Andrews. 


New York Accountancy Board 


The following have been named as members of the New York state 
board of examiners of certified public accountants: Samuel D. Pat- 
terson, for three years from Aug. 1, 1913; Charles S. McCulloh, for 
two years from Aug. 1, 1913; and Wm. H. Denis, for one year from 
Aug. 1, 1913. Messrs. Patterson and McCulloh are reappointed. 


* Further mention of this important consolidation will be made in the Sep- 
tember issue of THE JOURNAL. 
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California Reciprocity Clause 


The legislature of California has enacted the following amendment to 
the C. P. A. law of that state: 


AN ACT to amend an act entitled “An act to create a state board of 
accountancy and prescribe its duties and powers; to provide for the 
examination of and issuance of certificates to qualified applicants, with 
the designation of certified public accountant, and to provide the grade 
of penalty for violations of the provisions hereof,” approved March 
23, 1901, by adding thereto a new section to be numbered section 
three a, relative to the issuance of a certificate permitting any person 
who holds a valid and unrevoked certificate as a certified public ac- 
countant issued under the authority of any other state or territory 
of the United States, or any foreign nation, to practise as a certified 
public accountant in the state of California. 


The people of the state of California do enact as follows: 


Section 1. An act entitled “An act to create a state board of account- 
ancy and prescribe its duties and powers; to provide for the examination 
of and issuance of certificates to qualified applicants, with the designation 
of certified public accountant; and to provide the grade of penalty for 
violations of the provisions hereof,” approved March 23, 1901, is hereby 
amended by adding a new section thereto, to be numbered three a and 
to read as follows: 

Section 3a. Any citizen of the United States, or any person who has 
declared his intention of becoming such citizen, being over the age of 
twenty-one years and of good moral character, who has complied with 
the rules and regulations of the board appertaining to such cases, and 
who holds a valid and unrevoked certificate as a certified public account- 
ant, or the equivalent thereof, issued by or under the authority of any 


other state of the United States, or the District of Columbia, or any 


territory of the United States, or by or under the authority of a foreign 
nation, when the board shall be satisfied that their standards and require- 
ments for a certificate as a certified public accountant are substantially 
equivalent to those established by the act of which this act is an amend- 
ment, may at the discretion of the board receive a certificate as a certified 
public accountant, and such person may thereafter practise as a certified 
public accountant and assume and use the name, title, and style of 
“certified public accountant” or any abbreviation or abbreviations thereof, 
in the state of California; provided, however, that such other state, terri- 
tory, or nation, extends similar privileges to certified public accountants 
of the state of California. 
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Pennsylvania State Board of Examiners of Public 
Accountants 


CrecuLarR OF INFORMATION FOR INTENDING APPLICANTS FOR CERTIFICATES AS 
Certiriep ACCOUNTANTS IN EFFECT FROM JUNE I, 1913 


GENERAL INFORMATION 


Certificates are granted under the authority of a law enacted by the 
legislature and approved March 29, 1899. 

The examinations are conducted by a board of five examiners, in the 
months of May and November of each year. Upon the recommendation 
of the board, certificates are issued by the governor to candidates who 
satisfactorily pass the examinations. Certificates may be revoked by 
the governor for sufficient cause upon the recommendation of the board 
of examiners. 

Applicants must be citizens of the United States residing or having 
an office for the regular transaction of business in the state of Pennsyl- 
vania and must be over the age of 21 years and of good moral character. 

Any person unlawfully using the title, certified public accountant 
or the initials C.P.A., is guilty of a misdemeanor and liable on convic- 
tion to a fine not exceeding $500. 

All applications for examination must be made on blanks provided by 
the board and no application will be considered unless the fee of $25 
required by law has been paid. 

All applications must be filed with the board at least thirty days before 
the date fixed for any examination. 

An average grade in each subject of at least 75 points out of a possible 
100 points will be necessary to pass any examination. 

In the event of an applicant failing to pass the final examination no 
application for a re-examination will be entertained for a period of one 
year. The same fee will be charged for a re-examination as for the 
first examination. 


EXAMINATIONS 


Candidates are subject to two examinations, known respectively as 
the first and the final. 


PRELIMINARY QUALIFICATIONS 


These are intended to cover the candidates’ general fitness for the 
study of accountancy. A general education, equivalent to a public high 
school course of recognized high standing is required, and any candidate 
not presenting proper credentials in respect to his having this preliminary 
education must pass an examination in the subjects found in a high school 
curriculum. 
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California Reciprocity Clause 


The legislature of California has enacted the following amendment to 
the C. P. A. law of that state: 


AN ACT to amend an act entitled “An act to create a state board of 
accountancy and prescribe its duties and powers; to provide for the 
examination of and issuance of certificates to qualified applicants, with 
the designation of certified public accountant, and to provide the grade 
of penalty for violations of the provisions hereof,” approved March 
23, 1901, by adding thereto a new section to be numbered section 
three a, relative to the issuance of a certificate permitting any person 
who holds a valid and unrevoked certificate as a certified public ac- 
countant issued under the authority of any other state or territory 
of the United States, or any foreign nation, to practise as a certified 
public accountant in the state of California. 


The people of the state of California do enact as follows: 


Section 1. An act entitled “An act to create a state board of account- 
ancy and prescribe its duties and powers; to provide for the examination 
of and issuance of certificates to qualified applicants, with the designation 
of certified public accountant; and to provide the grade of penalty for 
violations of the provisions hereof,” approved March 23, 1901, is hereby 
amended by adding a new section thereto, to be numbered three a and 
to read as follows: 

Section 3a. Any citizen of the United States, or any person who has 
declared his intention of becoming such citizen, being over the age of 
twenty-one years and of good moral character, who has complied with 
the rules and regulations of the board appertaining to such cases, and 
who holds a valid and unrevoked certificate as a certified public account- 
ant, or the equivalent thereof, issued by or under the authority of any 


other state of the United States, or the District of Columbia, or any 


territory of the United States, or by or under the authority of a foreign 
nation, when the board shall be satisfied that their standards and require- 
ments for a certificate as a certified public accountant are substantially 
equivalent to those established by the act of which this act is an amend- 
ment, may at the discretion of the board receive a certificate as a certified 
public accountant, and such person may thereafter practise as a certified 
public accountant and assume and use the name, title, and style of 
“certified public accountant” or any abbreviation or abbreviations thereof, 
in the state of California; provided, however, that such other state, terri- 
tory, or nation, extends similar privileges to certified public accountants 
of the state of California. 
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CrrcuLAR OF INFORMATION FOR INTENDING APPLICANTS FOR CERTIFICATES AS 
Certirigep ACCOUNTANTS IN EFFECT FROM JUNE I, 1913 


GENERAL INFORMATION 


Certificates are granted under the authority of a law enacted by the 
legislature and approved March 29, 1899. 

The examinations are conducted by a board of five examiners, in the 
months of May and November of each year. Upon the recommendation 
of the board, certificates are issued by the governor to candidates who 
satisfactorily pass the examinations. Certificates may be revoked by 
the governor for sufficient cause upon the recommendation of the board 
of examiners. 

Applicants must be citizens of the United States residing or having 
an office for the regular transaction of business in the state of Pennsyl- 
vania and must be over the age of 21 years and of good moral character. 

Any person unlawfully using the title, certified public accountant 
or the initials C.P.A., is guilty of a misdemeanor and liable on convic- 
tion to a fine not exceeding $500. 

All applications for examination must be made on blanks provided by 
the board and no application will be considered unless the fee of $25 
required by law has been paid. 

All applications must be filed with the board at least thirty days before 
the date fixed for any examination. 

An average grade in each subject of at least 75 points out of a possible 
100 points will be necessary to pass any examination. 

In the event of an applicant failing to pass the final examination no 
application for a re-examination will be entertained for a period of one 
year. The same fee will be charged for a re-examination as for the 
first examination. 


EXAMINATIONS 


Candidates are subject to two examinations, known respectively as 
the first and the final. 


PRELIMINARY QUALIFICATIONS 


These are intended to cover the candidates’ general fitness for the 
study of accountancy. A general education, equivalent to a public high 
school course of recognized high standing is required, and any candidate 
not presenting proper credentials in respect to his having this preliminary 
education must pass an examination in the subjects found in a high school 
curriculum. 
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It is especially desirable that applicants shall be thoroughly familiar 
with elementary mathematics at least to the extent of a ready use of 
simple equations and logarithms. 

Candidates should also be prepared to pass a satisfactory examination 
in the following subjects: 


History of Accountancy 

This will include the history of bookkeeping with reference to its 
form and use in ancient times; origin of double entry bookkeeping, and 
its gradual development down to the present time; the rise of account- 
ancy, its growth and history in Scotland, England, United States and 
other countries, with special reference to professional legislation. 


Elementary Principles of Accounts 

Theory and general outline of accounts as defined in standard text 
Meaning, form and use of the trial balance. The balance sheet; 
its meaning and underlying principles, the more simple balance sheets 
as defined in the recognized text books. 

A candidate satisfactorily meeting the preliminary requirements is then 
required to register with the board as a student in accounting, giving on 
forms supplied by the board a full statement of the conditions under 
which he proposes to study and qualify for the first examination. These 
proposed conditions must be satisfactory to the board. 


Before taking the first examination a registered student must file 
with the board a statement, on the board form, setting forth complete 
particulars of his course of study during each of the two years last past. 
This statement must be satisfactory to the board. If not, the board may 
in its discretion postpone the taking of the examination until satisfied 
that the student has properly prepared himself. 

The examination can be taken only after the candidate has been 
registered, as provided above, for not less than two years, except that in 
the case of an applicant who at the time of filing his application is the 
holder of a professional certificate of equal rank to a C.P.A. certificate 
of this state or who has been in practice on his own account as a public 
accountant for a period of not less than three years and who is over 
30 years of age, the board may in its discretion waive the requirement 
as to registration and admit the candidate directly to the final examination. 

The subjects covered by the first examination are grouped under two 
heads, i. e., commercial law and general accounting. 


The student should be well grounded in the branches of law that relate 
to the work usually undertaken by a public accountant, and as indicated 


Real Estate and Personal Property 
The student is expected to be familiar with the history of the growth 
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CoMMERCIAL Law 
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of the existing distinction between real and personal property; to be able 
to assign to their proper class any specified property rights; and to have 
a thorough knowledge of the principal rules of law and of equity now in 
force in governing the acquisition, enjoyment, transfer, and devolution 
of property of each class as contained in the best standard text books. He 
must also be familiar with the statutes of Pennsylvania relating to 
property of either class. 


Decedents’ Estates 

The student is expected to be familiar with the history of the law of 
England in relation to the devolution and administration of the estates, 
both real and personal, of deceased persons, and to have a thorough 
knowledge of the leading principles of law relating to wills and to 
executors and administrators as found in standard text books on these 
subjects. He must also carefully examine and digest the Pennsylvania 
statutes, together with the leading decisions thereon relating to wills, 
intestacy, the rights of creditors against the estates, both real and per- 
sonal, of decedents, and the jurisdiction and powers of the orphans’ 
court. 


Landlord and Tenant 

The student is expected to have a thorough knowledge of the leading 
principles of the law of landlord and tenant as contained in the standard 
text books, and to be familiar with the Pennsylvania statutes relating to 
landlord and tenant. 


Contracts 

Under this head are comprehended contracts of every kind, including 
negotiable instruments; agency; bailments; sales of personal property, and 
insurance. The student is expected to have a thorough knowledge of the 
leading principles of law as found in the standard text books and the 
more important cases therein cited pertaining either to contracts generally 
or to any of the subdivisions of the subject above enumerated. He 
must also be familiar with the Pennsylvania statutes relating to negotiable 
instruments. 


Partnership 

The student is expected to be familiar with the history of the law of 
partnership and to have a thorough knowledge of the leading principles 
of that law as contained in the standard text books on the subject, and 
the more important cases referred to therein. He must also be familiar 
with the statutes of Pennsylvania relating to limited partnerships; part- 
nership associations; partnerships under the act of May 9, 1899, and the 
leading decisions of the courts interpreting the same. 


Corporations 
The student is expected to be familiar with the history of the develop- 
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ment of corporations and corporation law in the United States; and to 
have a thorough knowledge of the several kinds of corporations, the 
purposes for which they may be created, and the fundamental rules 
of law pertaining to their organization and incorporation, their powers, 
their management, their dissolution, and the rights and obligations of their 
stockholders, or members, and their creditors, such as may be obtained 
from a careful study of the standard text books on private and municipal 
corporations and an examination of the more important cases referred 
to therein. The student must also be familiar with the Pennsylvania 
“corporation act of 1874” and the supplements thereto, and have a 
general knowledge of the scope of the legislation of the state in respect 
to corporations both domestic and foreign. 


Banking 

The student is expected to be familiar with the laws relating to the 
national banking system, the laws of Pennsylvania relating to state and 
savings banks, and to trust companies. 


Evidence 

The student is expected to have a knowledge of the principal rules 
of legal evidence as contained in the standard text books, and of the 
Pennsylvania statutes relating to the competency of witnesses and the 
admissibility of evidence. 


Crimes 

The student is expected to have such a knowledge of the law relating to 
frauds and other crimes arising out of business relations as can be 
obtained from a careful study of standard text books on the subject. 


GENERAL ACCOUNTING 


The applicant will be expected to have a thorough knowledge of the 
theory and application of accounts, the various forms of business organiza- 
tions and the methods of administration under which they are conducted. 

The subjects upon which the examination in general accounting is 
based are as follows: 


Banking 
(1) National banking system. 
(2) State banks in Pennsylvania. 
(3) Savings banks and building and loan associations in Pennsylvania. 
(4) Trust companies in Pennsylvania. 
‘bond, 


note. 


(5) Private bankers and brokers 


(6) Foreign exchange. 


(bank, 


(7) Clearing houses Istock and. bond. 
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(a) Accounting organization and administration. 

(b) Nature of accounts in each and the distinction between the 
accounts of the different classes of banking institutions. 

(c) Nature of bank audits and method of procedure in each of 
1 to 6, inclusive. 


Insurance 


Principles of insurance. 
Organization of (1) mutual com- 
panies, (2) stock companies. 
Life, fire, marine, accident, | Accounting organization and admin- 
fidelity and other forms istration. 
of insurance Reserves. 
Income accounts. 
Balance sheets. 
Audits. 


\ 
\ 


Manufacturing 
(1) Accounting organization and administration of factories. 
(2) Financial accounts of factories. 
(3) Manufacturing costs. é 
(4) Audits. 


Mining 
(1) Accounting organization and administration of a mining company. 
(2) Financial accounts of mining companies. 
(3) Mining costs. 
(4) Audits. 


Trading 
(1) Accounting organization and administrations of 
(a) Wholesale (manufacturers, 3 
(distributers. 
(b) Retail. 


2) Financial accounts of selling organizations. 
) Stock and cost records. 


(4) Audits. 


Transportation 
Accounting organization and adminis- 
(1) Railroads tration. 
(2) Street railways Capital accounts. 
(3) Water transportation ) Revenue and operating accounts. 
Balance sheets. 
Audits. 
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Public Utilities 
Accounting organization and adminis- 


tration. 
(1) Gas Capital accounts. 
(2) Electric light \Revenue and operating accounts. 
(3) Telephone and telegraph (Banc sheets. 
Audits. 


Governmental 
(1) The distinction between public and private accounts. 
(2) Revenue and expenditure. 
(3) Appropriations. 
(4) Funds, special and general. 
(5) Balance sheets. 
(6) Audits. 


Legal 
(1) Decedents’ estates. 
(2) Bankrupt estates. 


Including the requirements as to the form and manner of stating 
accounts for the orphans’ and other courts and the application of ac- 
counting principles in relation to these special requirements. 


Finat EXAMINATION 


A candidate who has successfully passed the first examination may 
be admitted to the final examination one year after passing the first 
examination, and not more than three years thereafter, provided that 
such candidate shall have had at least two years’ experience in the 
office of a certified public accountant or in the office of a public account- 
ant or three years in actual practice on his own account. 

The final examination may be either oral or written, and shall be 
designed to test the applicant’s training in the discharge of the duties 
of a public accountant. 

Students registered with the board before June 1, 1913, and who shall 
have complied with the rules prevailing prior thereto shall be admitted 
to the final examination without taking the first examination. 


BIBLIOGRAPHY 


ACCOUNTING 


Agcoumting in Theory and Practice Lisle 
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Accounts, their construction and interpretation .......... tisk Cole 
Auditors, their Duties and Responsibilities ....................00- Pixley 
Bookkeeping for Accountant Students ........................ Dicksee 
Business Education and Accountancy .................ce0eceees Haskins 
Corporate Finance and Accounting .................0ceeeeeeees Bentley 
Depreciation and Wasting Assets ............... Leake 
Depreciation, Reserve and Reserve Funds ....................--. Dicksee 
Elementary Bookkeeping in Theory and Practice ................... Lisle 
Cooper 
Goodwill and its Treatment in Accounts ...................-.05. Dicksee 
Histowy of Modeon: of Conant 


Interstate Commerce Commission’s various Classifications of Accounts of 
Steam Roads. 


Joint Stock Company Johnson 
Modern Business Corporations Wood 
Municipal Administration and Accounting ..................4 Cleveland 
Quasi-Public Corporation Accounting and Management ......... Mulhall 
Text Book of the Accountancy of Investment..... pescesenoesees . Sprague 
The Modern Trust Company ..................-...- Kirkbride & Sterrett 
The Nature of Capital and Income .................0:.eeeeeeeeees Fisher 


Uniform System of Accounts for Gas Corporations, 

Public Service Commission of New York 
Uniform System of Accounts for Electrical Corporations, 

Public Service Commission of New York 
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Uniform System of Accounts of Street and Electric Railways, 

Public Service Commission of New York 
; | ae Uniform System of Accounts for Gas Corporations and Electric Cor- 
porations in the District of Columbia. .Interstate Commerce Commission 


COMMERCIAL LAW 


FouNDATIONS AND DEFINITIONS 


Robinson’s Elementary Law. 
Bouvier’s Law Dictionary. 
Sullivan’s Pennsylvania Business Law (3d edition). 


Estate 

Mitchell, On Real Estate and Conveyancing in Pennsylvania. 
Fallon, On Conveyancing. 

Jackson & Gross, On Landlord and Tenant. 

Jones, On Mortgages. 


ConTRACTS 


Anson, On Contracts. 


CorPoRATIONS 


Clark, On Corporations. 
Morawatz, On Corporations. 
Sullivan, American Corporations. 


BANKRUPTCY 
Collier, On Bankruptcy. 
PARTNERSHIP 
Burdick, On Partnership. 
Sares or Personat Property 


Tiffany, On Sales. 
NEGOTIABLE INSTRUMENTS 


Crawford’s Annotated Law of Negotiable Instruments. 
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Correspondence 
Where Charity Begins 


New York, July 12th, 1913. 
Editor, The Journal of Accountancy: 

Sir: I believe it may be of some little interest to you to receive the 
enclosed copy of a letter dated June 17th, 1913. The original letter is 
written on plain paper, the signature being stamped. The last paragraph 
in the letter is particularly worthy of note. 

Yours faithfully, 
ACCOUNTANT. 
(Enclosure) 
June 17th, 1913, 


Dear Sir: By direction of the board of commissioners of the city of 

; proposals are hereby invited for auditing the accounts of the 

following departments for the fiscal year ending June 3oth, 1913: City 

clerk, city treasurer, police justice, collector of taxes, board of health, 
district court, building inspector. 

Audit must be made during business hours, and completed on or be- 
fore September Ist, 1913. 

The successful bidder will be required to furnish duplicate leather 
bound copies of audit and make up tax duplicates for fiscal year ended 
June 30th, 1913. 

Proposals must be sealed and addressed to the director of revenue and 
finance in care of the comptroller. 

The board of commissioners reserve the right to reject any or all 
bids and all bids must be submitted on or before Friday, June 27th, 1913. 

Should you get the award, please take care of me. 

Yours truly, 
(Stamped signature) 


New York State Society of Certified Public Accountants 


At the regular monthly meeting of the New York State Society of 
Certified Public Accountants, June 9, Mr. Richardson, secretary of the 
American Association of Public Accountants, delivered an address deal- 
ing with the work of the association. President Suffern appointed the 
following committees : 


STANDING COMMITTEES 
Admission Committee: W. H. Dennis, W. S. Pangborn, A. G. Potter. 


Auditing Committee: C. E. W. Hellerson, J. T. Cavanagh, A. S. 
Fedde. 
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Legislation Committee: Perley Morse, H. R. M. Cook, J. H. Schnack- 
enberg. 

Complaints Committee: F, H. Hurdman, C. P. Child, J. B. Niven. 

Library Committee: Arthur Wilmot, P. A. Eckes, R. C. Hotson. 

House Committee: W. H. West, S. D. Leidesdorf, W. S. Whittlesey. 

Committee on Publicity: W. F. Weiss, E. C. Gough, P. J. Warner. 

Committee on Revision of Constitution and By-Laws: Duncan Mc- 
Innes, H. B. Cook, H. F. Searle. 


SpecraAL COMMITTEES 


Lectures and Entertainments: J. L. Nicholson, F. G. Colley, P.-J. 
Esquerré, C. C. Goldsborough, J. J. Kline. 

Professional Ethics: R. P. Tinsley, A. B. Sinclair, A. H. Wicks. 

Violation of C. P. A. Laws: F. R. Clair, J. R. Loomis, C. S Mc- 
Culloh. 

Furtherance of the Objects of the Society: Arthur Wolff, L. S. Hub- 
bard, J. B. Payne, E. C. Patterson, J. R. Sparrow. 

Committee on Relations with Preparatory Institutions: Charles 
Hecht, E. A. Ashdown, L. Greendlinger, H. D. Greeley, A. B. Sinclair. 


There will be no further meetings of the society until October. 


Wisconsin State Board of Accountancy 


The following have been appointed members of the first Wisconsin 
state board of accountancy : 

For three years, Stephen W. Gilman, University of Wisconsin 

For two years, Henry Schneider, Milwaukee. 

For one year, J. B. Tanner, Wisconsin State Board of Public Affairs. 


Edwards, Ronald & Company, chartered accountants of Canada, an- 
nounce that the practice heretofore carried on under their name will in 
future be continued under the firm name of Ronald, Griggs & Company. 


Black & Company (Wilmer Black, C.P.A., Md.) announce their 
removal to suite 1207 Garrett Building, Baltimore, Maryland. 


Chas. W. Todd, C.P.A. (Pa.), announces the removal of his offices 
from 1237-38 Land Title Building to 703-704 Real Estate Trust Building, 
Philadelphia. 
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Missouri Society of Certified Public Accountants 


At the annual meeting of the Missouri Society of Certified Public 
Accountants, held at Kansas City, July 25, 1913, the following officers 
and delegates were elected for the ensuing year: 

President, Stanley Young, Kansas City; first vice-president, Arthur M. 
Trader, St. Louis; second vice-president, Francis A. Wright, Jr., Kansas 
City; secretary, Bertram D. Kribben, St. Louis; treasurer, J. D. M. 
Crockett, Kansas City; delegates to Boston convention, B. D. Kribben, 
John A. Will and Stanley Young; alternates, Leslie N. Simson, S. H. Rod- 
way and another to be appointed by Mr. Young. 

The proposition to increase the dues of the American Association was 
endorsed and approved, and the directors were authorized to pay the 
same if the increase be ordered by the association. 


Touche, Niven & Company announce the opening of an office at 
215-217 McKnight Building, Minneapolis, Minnesota, under the manage- 
ment of Edgar C. Salvesen, certified public accountant of Minnesota and 
a member of the Institute of Chartered Accountants and Actuaries of 
Glasgow. 


William Whitfield & Company, certified public accountants of Oregon, 
announce the change of their firm name to Whitfield, Whitcomb & Com- 
pany. 


Alex. C. Rae, C.P.A. (Oregon), announces that he has transferred 
his offices to 700-702 Yeon Building, Portland, Oregon. 
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PRINCIPLES OF DOUBLE-ENTRY BOOKKEEPING. By CuHartes 
M. VAN Creve. Published by the Author, New York. 1913. xi+ 210 
pages. $1.50. 

Since the days of Epwarp Jones, who wrote nearly eighty years ago, 
there have been scarcely any American works distinctly dealing with 
the theory of bookkeeping. Many have indeed borne titles indicating a 
theoretical treatment, but in almost every case the title was a misnomer 
and the work proved to be nothing but a manual of instruction. 
SPRAGUE’S PHILOSOPHY OF AccoUNTs is practically the only American 
work on the subject, and even half of that scant volume is given up to 
purely practical suggestions. The appearance of Mr. VAN CLeve’s work 
is, therefore, an interesting ocurrence, for it is thoroughly theoretical 
in its character. 

The author is not oblivious of the fact that he is, to some extent, 
treading in unusual fields, for he states in the preface: “I have never 
seen a text book which gave any indication whatever that its author 
had even the remotest conception of the principles upon which the art 
is based”; and he closes the book with the statement: “If anyone should 
ask how much of the theory I claim is new and original I would say: 
All of it. I claim that this treatise presents the true and complete ex- 
planation of the art of accounting by the double-entry method; and 
moreover, I claim that no other writer has ever advanced one single 
correct idea bearing upon the theory of double-entry bookkeeping—not 
one.” 

So far as the first statement is concerned there is much to justify the 
author’s claim, and he has, indeed, done good service in emphasizing 
the ridiculousness of the explanation of bookkeeping generally found in 
American texts, that is, that the accounts represent debts due to and 
by a personified business, making assets and liabilities necessarily always 
equal, since the proprietorship accounts are included among the liabilities. 
With refreshing vigor does he attack this theory, stating: 


“The text books which teach such a theory (and they are the only 
text books of accounting which teach any theory at all) are a disgrace 
to an occupation that pretends to be based upon reason. Nowhere else 
in the literature of the arts and sciences is to be found such a jumble of 
muddled thinking, false reasoning, and slipshod logic. * * * I know 
of no other branch of useful knowledge the study of which is incompatible 
with mental honesty; while in double entry bookkeeping, as it is com- 
monly taught, the pupil is not even prepared to begin his work until he 
professes a willingness to accept as true a doctrine which he knows to 
be false. I say he knows it to be false, because no person of normal 
mind believes, or ever did believe that assets and liabilities are always 
equal, and no person of normal mind is satisfied or ever was satisfied 
with a line of reasoning which leads to the conclusion that net asset is a 
liability and net liability an asset” (p. 208). 


The author, of course, recognizes that this doctrine has before beea 
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criticized. Doubtless he, too, remembers how the phrase “Assets do not 
equal liabilities” was even made the basis of a rather catchy advertise- 
ment appearing for a while in this JourNnaL. But the theory seems hard 
to kill, and the author is indeed to be thanked for the vigorous, if 
perhaps somewhat quixotic, manner in which he brandishes his arms and 
rushes to the attack. 

But while others have condemned the theory mentioned above, Mr. 
Van Creve does not admit the validity of the counter theory most 
frequently put forward. This is the so-called “materialistic” theory, so 
well set forth by Spracur. The theory which the author himself pro- 
pounds, so far as it can be expressed briefly, consists of two parts. First, 
every entry implies a transaction with the proprietor. Thus, the pur- 
chase of merchandise for cash, while ordinarily expressed in the journal 
entry, merchandise, Dr., to cash, Cr., is in reality a double transaction 
in two journal entries: merchandise, Dr., to proprietor, Cr., in the first 
place, and in the second, proprietor, Dr., to cash, Cr. Second: the pro- 
prietor’s account represents, not an indebtedness between the proprietor 
and a personified business, but indebtedness between the proprietor and 
“the outside parties collectively.” 

It may be interesting to examine the author’s claim to novelty. 
Undoubtedly the theory which he propounds is original, in the sense 
that it is one which he has himself worked out and has not copied from 
another. But that does not necessarily mean that it is a new one to 
the accounting world. The theory that a double transaction is involved 
in each journal entry is clearly propounded in HarpcasTLe’s Accounts 
of Executors and Trustees (p. 9). But Harpcastie goes further and 
claims that this theory is implied in the first published work on book- 
keeping, and that the double line, used by Pacrtoto and his successors to 
separate the debit and credit items in the journal entry, stood for the 
double reference to the proprietor. It is not necessary here to pass upon 
the correctness of this interpretation of Pacio1o; it suffices to notice that 
the theory of the omitted proprietor was expounded at least by Harp- 
CASTLE. It seems even harder to justify the author’s claim when it is 
further noted that Spracuse’s Philosophy—a book which the author does 
not mention, but with which he seems to be familiar—distinctly gives 
the formula (p. 23): 

Mdse./Proprietor 
Proprietor/Cash 

But accounting practice has gone farther. Van CtLeve says that the 
transaction involves two entries with the proprietor, which cancel and are 
omitted. But the system of bookkeeping known as logismography not 
only recognizes the two transactions with the proprietor, but demands 
that both shall actually be entered in full. As this system goes back 
definitely to the early seventies, and as its supporters claim, as is 
brought out by Bonarum™i, that the basis of the theory can be traced 
back in an almost unbroken line, through the entire history of Italian 
bookkeeping, it seems to savor somewhat of exaggeration to speak of 
Wan Creve’s rather mild presentation as being new as well as original. 
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Nor does the second part of VAN CLeve’s theory, namely, that the pro- 
prietor’s account indicates a debt relationship “with the outside parties 
collectively” prove to be entirely new. Spracue (Sec. 82) explains the 
capital account in almost the same words, interpreting it as being, “Jones, 
in account with the universe.” 

The “materialistic” theory, to which reference was made above, does 
away with any idea of personification and interprets debit and credit 
merely as an easy means of indicating the right and left columns of 
an account. VAN CLEveE objects strongly to this, mainly on the ground 
that unless an account is personified the terms debit and credit are words 
without sense. “If cash means cash, and merchandise means merchandise, 
then to speak of debiting and crediting them is the height of absurdity,” 
he says in one place. Again he states that thus used “the words debtor 
and creditor have no meaning at all, that they are merely arbitrary signs 
to distinguish between the left-hand side and the right-hand side. This 
is equivalent to declaring that the entries themselves mean nothing.” 

It is almost inconceivable that one should claim that because a term 
is not used in its etymological sense it is therefore meaningless. A 
furlong surely has a definite meaning even though it has now nothing 
to do with the act of plowing. To say that accounts mean nothing 
because debit and credit are not used literally is strange doctrine to 
those who think that ledger account and balance sheet have a very 
definite value in giving information regarding business conditions. The 
author himself goes to the limit in using terms in other than their literal 
sense. He distinctly states that every ledger heading means something 
different from what it says, that cash does not mean cash, that merchan- 
dise does not mean merchandise, that interest does not mean interest. 
Is it not, then, a little ungenerous to find fault with those who use 
debit and credit, not without a meaning, but with a meaning different 
from the literal one? VAN C eve allows every bookkeeping term, with 
the exception of debit and credit to be used in a derived sense, but 
heaps obloquy on anyone venturing to use those two sacrosanct terms 
except as indicating a debt. 

A final, more vital criticism may be made of the author’s theory in 
that he radically distinguishes between the proprietor’s capital account 
and the accounts showing profit and loss. He accordingly groups ac- 
counts showing, say expense, with those showing cash, rather than with 
capital. The thought of combining into one account cash and expense 
would, of course, be absurd. But at the end of each year expense is 
regularly combined with the proprietor’s capital, showing the two to 
be of similar nature. Yet the author separates them in his scheme of 
classification. Surplus he does group with capital, but the accounts 
showing the items of gain are kept in an entirely different category. 

All who have dabbled in the theory of accounts will be free to admit 
the absurdity of the personification theory, and the unsatisfactoriness 
of the materialistic theory. All such will find much to approve of in 
the critical part of Mr. Van Cuieve’s work. Perhaps some would go 
further even than he goes and say that accounting theory continues 
to offer an almost virgin field. Henry Ranp 
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THE INCORPORATION AND ORGANIZATION OF CORPORA- 
TIONS. By Tuomas Gotp Frost, LL.D., Pu.D. Little, Brown & Co., 
Boston, 1913. Fourth Edition. 926 pages. $6. 

The title of Mr. Frost’s work is somewhat misleading. As the author 
states in his preface, the book might “with no inconsiderable degree of 
fitness have been entitled ‘A Treatise on Comparative Incorporation Law 
in the Several Commonwealths of the United States.’” The title as sug- 
gested gives a much better idea of the intent of the book. 

The work is divided into three parts, varying materially in character. 
Part I is a very excellent discussion of the details of the incorporation 
and organization of corporations, with special attention to the differences 
existing in the various states, including the drafting and procuring of 
charter, organization after incorporation, issuance and payment of capital 
stock, with a somewhat extended discussion of legislative control over 
both domestic and foreign corporations. 

Part II, which constitutes the largest and most important portion of 
the work, is a digest of the incorporation acts of the various states. The 
states are presented in alphabetical order and the various subjects are 
treated under uniform headings for each state—the usual and very con- 
venient arrangement for works of this kind. 

Part III is devoted to a presentation of forms and precedents, cov- 
ering the forms for each state usually employed in the incorporation and 
organization of corporations, and also giving for the various states very 
excellent tables of the organization tax, the annual franchise tax and the 
taxes imposed upon foreign corporations. 

As stated, the larger portion of the work is devoted to a digest of 
the incorporation laws of the various states. Since OverLANp’s very ex- 
cellent Classified Corporation Laws has gone out of print there are only 
two publications of any importance in which such a presentation is found, 
i.e., Frost and the Corporation Legal Manual. These two works differ 
to some extent in their arrangement of subjects but differ mainly in the 
fullness with which these subjects are presented. In Frost the presentation 
is very clear and concise, the essential requirements or facts being stated 
as briefly as clearness will permit. In the Corporation Legal Manual, 
on the other hand, the statute law under each subject heading is presented 
in full. 

For quick reference the digest form is by far the more convenient. 
For general legal use it is advantageous to have the complete statute, 
from which the attorney can himself deduce the law. Discrimination be- 
tween the two books will therefore be made on the basis of the use for 
which they are intended. For the use of the layman, and for the attorney 
who merely wishes to ascertain requirements of procedure or matters 
of unquestioned fact, the present volume, stating these facts briefly and 
clearly, would undoubtedly be preferable to the larger volume in which 
they are obscured by the complicated and difficult verbiage of the many 
statutes in which they are found. 

The present volume contains full references te the statutes from which 
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its statements of the law are obtained. It also contains a limited number 
of citations in support of statements which are somewhat obscure in the 
statutes or which have been established by precedent. 

Tuomas CONYNGTON. 


RAILROAD FINANCE. By Creveranp and Powenn. D. Appleton & 

Co. New York: 1913. 463+ xv pages. $2.50. 

The field of American railroad finance is covered in this study. Writ- 
ten in attractive and readable style, it marshals a great array of facts 
to sustain and illustrate the views and statements of the authors. In 
general the spirit of the work is conservative, and the tendency is rather 
to state facts, than to advocate theories. When reforms are suggested, 
they are usually sustained with quotations from the advocates of such 
reforms, rather than advocated by the authors of the book. 

After an introductory chapter dealing with the “economic basis of 
railroad investment,” which consists largely of a description of the causes 
of railroad development in the United States, and of the evolutionary 
process which has given rise to the present supremacy of the railroad 
over other forms of inland transportation, the authors launch into a 
detailed description of the many phases of railroading from the financial 
and accounting standpoint. The building of a railroad is discussed under 
the various heads of promotion and underwriting, capitalization, and 
financing of construction and equipment. The railroad as a going concern 
is considered under organization for financial management, protection of 
the corporate estate, additions and betterments, operation, management of 
the surplus, and accounts and statistics. Lastly, in five chapters, insolvency 
and reorganization are explained. 

Most of the statements of fact are properly supported by references 
and_ bibliographies. 

Some assertions will inevitably creep into a work of this nature which 
may not be of universal application. Thus on page 54 the following 
occurs: “Another factor which has contributed to lower capital cost in 
the United States has been the power given to railroad corporations to 
obtain rights of way by eminent domain, whereas in England they were 
compelled to obtain this land by private bargaining.” 

Compare with this the following quotation from the supplement to the 
annual report of the Railroad and Warehouse Commission of Minnesota, 
for the year ended November 30, 1908 (p. 15): 

“The figures are of interest in connection with this subject, and show 
that, of 35 per cent of the right of way acquired by condemnation pro- 
ceedings, the company paid about 4% times the average true value of the 
lands, and of the 65 per cent purchased by agreement the price paid was 
but 1.7 times the average true value of the lands. * * * From the facts 
gathered in this and other instances it may be accepted as a general rule 
that where right of way is obtained by condemnation, the price paid per 
acre is usually more than that of lands purchased by agreement.” 

One of the most valuable chapters is that which deals with the pro- 
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tection of the corporate estate, and an interesting comparison of American 
and British procedure is made. The chapter on capitalization defines 
capital as resources “intended for continuing, productive use.” The 
reader may judge for himself whether the writers follow their own 
definition in the chapter on over capitalization. 
The book is worthy of a careful perusal. 
Eart A. SALrers. 


ELEMENTS OF ACCOUNTING. By Josepn J. Krein. D. Appleton & 

Co., New York. 1913. 422-+ xiv pages. $1.50. 

This book occupies a place midway between the many elementary 
treatises, such as Rowe’s Bookkeeping and Accountancy on the one hand, 
and the more advanced works, of which Hatriety’s Modern Accounting is 
typical. 

The first sixty pages discuss bookkeeping and accounting in their 
simpler aspects, and the two are interestingly compared. Following 
chapters treat of single versus double entry, partnership and corporation 
accounting, balance sheets, trading and profit and loss statements, depre- 
ciation, reserves, accounts of non-trading concerns, statements of affairs 
and deficiency accounts, realization and liquidation, cost accounting and 
auditing. 

The volume is a valuable contribution to accounting literature be- 
cause of the clearness and simplicity with which the various subjects 
are presented. It is not the author’s purpose to write an exhaustive 
treatise, but rather to introduce the student to the subject and enable 
him to proceed to more difficult studies. Nevertheless, sufficient progress 
is made in the complexities of accounting to make the book of interest 
to advanced students and of assistance to those preparing for exam- 
inations. 

The chapters on cost accounting and auditing are perhaps least satis- 
factory, since fuller treatises on those topics are obtainable. 

Each chapter contains suitable exercises and a brief but appropriate 
bibliography. Supplementary exercises and tests are given in the 
appendix. A. SALIERS. 


ACCOUNTANTS’ AND BOOKKEEPERS’ VADE MECUM. By 
G. E. Stuart WHATLEY, 2nd edition by Rocer N. Carter. Gee & Co., 
London. 1013. 224 pp. $2.50. 

There is little difference between this and the first edition, as stated 
in the preface. The first edition was the result of Mr. WHATLEY’s finding 
a scarcity of material on several subjects when he was preparing for 
the final examin&tion of the Institute of Chartered Accountants. In 
the third edition, Mr. Carrer has only varied the original text to conform 
to present legislation and practice. The work is valuable from the 
student’s viewpoint for the subjects discussed, although Mr. Carter 
refers to other standard text books for “fuller information.” 

The solutions of the problems all conform to the English law. The 
second part of chapter 4, dealing with repairs, renewals and depreciation, 
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is applicable, as it stands, to English practice only. Of course, the 
underlying principles of capital and revenue expenditure apply with 
equal force to American practice. The chapter on partnership accounts 
is based on the English partnership acts of 1890 and 1897. Similarly 
the detail of the chapter on joint stock companies is based on English 
procedure. This chapter is given over entirely to a discussion of the 
stock books. 

The author illustrates the chapter on tabular bookkeeping by the 
use of columnar books and forms designed for the use of hotels and 
theatres. 

The active practitioner probably will find the book of little benefit, 
but for the student of accountancy it serves as an excellent reference book, 
particularly upon the subjects of capital and revenue, statement of 
affairs and deficiency accounts, depreciation, reserve and sinking funds. 
Every subject discussed throughout the book is illustrated by typical 
problems and accounts, which is unquestionably one of the best methods 


of impressing principles upon the student mind. 
F. H. 


HOW TO READ THE BALANCE SHEET OF A COMMERCIAL 
CONCERN. By Francis W. Pixtey, F.C.A. Gee & Co., London. 
3rd edition. 1913. 64 pages. 5oc. 

The third edition of this book, the outgrowth of a paper read by 
the author at a meeting of the Glasgow Chartered Accountants’ Students’ 
Society in 1906, closely resembles the previous editions. The book will 
be little used by practising accountants; in fact the author states that 
the work is “primarily intended for the inexperienced in accounts” and 
that the two classes of persons for whom he writes are stockholders 
and intending investors. However, some practitioners might more 
closely approach the viewpoint of their clients in the construction of a 
balance sheet were they to read this book. 

According to the English companies act, the assets are placed on the 
right side of the balance sheet; the capital and liabilities on the left. 
Mr. Pixiey repeats his recommendations of former editions for the 
abolition of the expression “assets side of the balance sheet” in favor 
of the expression “credit side of the balance sheet.” 

In the detailed discussion of the balance sheet, the author first con- 
siders the trade creditors of the business, and follows with a discussion 
of capital—fixed and working. For purposes of the work at hand, he 
divides the items of the credit (asset) side of the balance sheet into 
five groups—cash items, those which can be realized at comparatively 
short notice, those which will take a certain definite time to realize, 
those which can be realized so long as the business is a going concern, 
and unrealizable items. 

A serious handicap to the book as a reference for the student of 
accountancy is that it is neither divided into chapters nor indexed. 

F. H. Etwett. 
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